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MACHINE-TOOL PROGRAMS 


TUESDAY, FEBRUARY 7, 1956 


Untrep States SENATE, 
SeLect CoMMITTEE ON SMALL Business, 
SUBCOMMITTEE ON RELATIONS OF 
Business Wir GovERNMENT, 
Washington, D.C. 

The select committee met, pursuant to notice, at 10 a. m., In room 
457 Senate Office Building, Senator Edward J. Thye (chairman of the 
subcommittee) presiding. 

Present: Senators Thye and Sparkman. 

Also present: Walter B. Stults, staff director; Lewis G. Odom, Jr 
chief counsel and Roy E. Foulke, professional staff member. 

Senator Ture. If we may please come to order, we will proceed 
with the committee hearing. 

The Senate Small Business Committee has maintained a continuing 
interest in governmental plans and programs relating to the machine- 
tool industry since our 1952 hearings on machine-tool shortages. The 
committee report ** on those hearings concluded that the shortage of 
machine tools and haphazard Government planning seriously retarded 


the building of our armed strength. The committee further concluded 
that— 


machine-tool shortages were avoidable and that they were the result of in- 
excusable shortsightedness and gross mismanagement * * *. 

It was also evident that the machine-tool shortages caused incalculable 
harm to small manufacturing concerns. 

The committee expected ‘that the unfortunate experiences with 
machine-tool shortages in World War II, and again in Korea, would 
lead all concerned to realize the overr iding necessity of adequate gov- 
ernmental programs to prevent a repetition of a machine-tool bottle- 
neck in a future emergency. ‘This committee was, therefore, pleased 
with the report of the Advisory Committee on Production Equipment 
(so-called Vance committee)? in January 1953, which underscored the 
fact that a healthy production equipment industry is the essential pre- 
requisite of an adequate mobilization base. 

It should be recalled that the Vance committee recommended annual 
Government procurement of roughly $300 million to properly main- 
tain and keep up to date Government-owned machine-tool holdings 
estimated at $6 billion. This distinguished group further recom- 


1Machine-Tool Shortages, hearings, February 27, 28, 29, March 10, 11, 12, 14, 17, 18, 
19, and April 1 and 2, 1952, 82d Cong., 2d sess. 
1a §. Rept. No. 1988, 82d Cong., 2d sess., 1952. 
2 See appendix 1. p. 115, for report to the Director of Defense Mobilization by the Advisory 
* Committee on Production Equipment. 
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mended expenditures of 200 to 500 million dollars per year over a 
period of several years to acquire the production equipment to sup- 
port an adequate mobilization base. 

The Small Business Committee noted with favor the Department 
of Defense program, at the insistence of the Office of Defense Mobiliza- 
tion, to procure long lead-time machine tools in accordance with Vance 
committee recommendations. The importance of this long lead-time 
program was attested to by the Honorable Thomas P. Pike, Assistant 
Secretary of Defense (Supply and Logistics) who testified before the 
Senate Appropriations Committee on April 27, 1955, as follows: 

I am pleased to have this opportunity to appear before you to discuss the need 


for a $100 million appropriation for long lead-time items for reserve use in 
time of mobilization. 


The Army, Navy, and Air Force recommendations under this program origi- 
nally totaled $400 million. They were screened carefully by my Office, and long 
production lead-time machine tools of $250 million were approved late in fiscal 
year 1954, based on funds approved at that time. 

Fiscal year 1954, however, ended before it could be obligated. 


Subsequently, the Congress approved a total of $100 million for reserve 
tools for fiscal year 1955. 


Our Office screened the Department items in the $250 million list and approved 
the most urgent items to fit the $100 million budget. 
I would like to emphasize, Mr. Chairman, that the Secretary of Defense, 


personally * * * did * * * apply himself to the list of machine tools that were 
proposed for purchase * * *. 


Procurement of these long lead-time tools at this time will serve to eliminate 
bottlenecks in the critical early days of an emergency. 


I particularly want to stress at this time that the tools to be purchased with 
these funds in fiscal year 1956 are bottleneck-type items that would hold up 
production of high priority military end items because in time of mobilization 
it would take 12 months or more to deliver from the date of placing the order. 

In view of the widespread approval of the Vance committee phi- 
losophy, this committee was surprised at the Secretary of Defense’s 
order freezing further contract awards under this program. This 
committee has since been informed—by press release of January 5, 
1956.3 that $84 million of the $100 million available from fiscal year 
1955 funds has been returned to the Treasury and that the $100 million 
appropriated in fiscal year 1956 is being held “in abeyance.” The 
clear implication of this release is that the Department of Defense is 
backing away from the Vance committee recommendations. 

This release tells us that the Military Departments are now to be 
permitted to “borrow” from the machine-tool reserve to meet current 
production schedules. It also states that the reserve will somehow be 
maintained. It is further stated that each department will henceforth 
budget for its own tools including mobilization reserves. It gives no 
assurances that funds will be available to budget for the reserve tool 
program. 

This Subcommittee on Relations of Business with Government will 
seek during the next 2 days a clear explanation for the new policy. 
We will want to know how the new policy varies from the Vance 
committee concept and the reasons which necessitated these changes. 
What is the long-range impact of this new policy on the health of our 
machine-tool industry which is of such vital importance to the national 
defense? What are the replacement programs of each military de- 


8 See appendix 2, p. 132, press release issued jointly by ODM and DOD. (Reserve Machine z 


Tool and Facilities Policy.) 
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partment for combating obsolescence and how are they to be financed ¢ 
What is the status of the machine-tool inventory and to what extent 
is it to be dissipated by this new policy’ What is the effect of Govern- 
ment leasing policy on our business community? These are but some 
of the questions which we hope will be answered by the Government 
witnesses before us today. 

During the course of these hearings we will have testimony from 
representatives of the machine-tool builders and machine-tool dis- 
tributors associations giving their views as to how the industry can 
best cooperate with the Government in avoiding damaging machine- 
tool shortages in another emergency. Let me make clear that these 
men are appearing at our invitation, not as complainants, but as ex- 
perts willing to offer their views for coping with a complex problem. 

Briefly stated, we have before us two main problems: (1) the 
adequacy of Government planning to insure against a machine-tool 
crisis in another defense mobilization, and (2) the adequacy of Gov- 
ernment replacement programs to keep machine-tool holdings 
modern. 

I hope that the witnesses will develop a clear picture of current 
Government policies as they relate to the machine-tool industry. A 
failure to devise sound policies to assure an adequate number of med- 
ern and efficient tools to support a mobilization program will limit 
our defense capabilities in any future emergency. 

We have as our first witness this morning Hon. Harold S. Vance, 
and then we have also with us Dr. Arthur Flemming, Director of the 
Office of Defense Mobilization. 

So if Mr. Vance will make himself comfortable—I would take that 
side seat, sir—and then you will have a better opportunity to be heard 
by the listening audience and also the reporter. 

You may proceed, sir, in your own way and pleasure. 





STATEMENT OF HAROLD S. VANCE, MEMBER, ATOMIC ENERGY 
COMMISSION 


Mr. Vance. Mr. Chairman, I was not sufficiently familiar with the 
scope of this inquiry to have a prepared statement, and therefore I 
have none, but I will cover whatever field you wish or answer any 
questions you may ask. 

Senator Toye. You make the statement, Mr. Vance, and then we 
will proceed, if need be, to ask the questions to try to get the answers 
here, as to why some of your own recommendations have not been 
‘arried out. 

You may proceed, sir. 

Mr. Vance. Perhaps at the expense of taking a few minutes more 
of your time, I might say that my familiarity with this problem did 
not start with the so-called Vance committee in 1953, but actually 
started in the summer of 1940, when the defense effort prior to World 
War ITI commenced. 

I came to Washington at that time with Mr. Knudsen in an organ- 
ization that first was known as the Advisory Commission to the Coun- 
cil of National Defense, and later Office of Production Management, 
and under Mr. Knudsen had charge of machine tools, among other 
things. 
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Of the funds originally provided by Congress for defense pre- 
paredness prior to World War II, it was the policy of Mr. Knudsen 
and his organization to allocate, if you please, a large portion of those 
funds for the creation of capacity rather than for building end prod- 
ucts, to build up a stockpile. That philosophy was not agreed to by 
everyone concerned with the problem. I think, as a matter of fact, 
the military departments, in following out their historical position, 
found it difficult to consider such an abstract thing as capacity as a 
real military reserve, equivalent, for example, to an inventory of guns 
or shells, or whatever you may be considering that you could count 
and say, “Here they are, ready to use at a moment’s notice.” 

Nevertheless, a very large portion of the original appropriations 
made by Congress was devoted to the creation of capacity, and as 
it turned out, it was a most fortunate thing to have had happen, 
because when Pearl Harbor occurred and we got into the war, we 
had the advantage of a year and a half of anticipation of capacity 
requirements, and we were able to build planes, guns, and other equip- 
ment much quicker than we otherwise could have done. And it is 
my own personal opinion that perhaps the crisis in the war came a 
year earlier as a result of that advance preparation. 

Now, it was from that point of view that the so-called Vance com- 
mittee approached this problem. In other words, our principal thesis 
was that capacity to produce was in itself a military reserve, and that 
in many respects it was even more important than a stockpile of 
material. 

I call your attention to the fact that this report was prepared and 
the studies preliminary to it were made in 1952, almost 4 years ago. 
Since then, there have been some substantial changes in the basic 
situation. Preparedness obviously has to stem from a war plan. 
That is the basis of it. I think we are all familiar with the fact 
that war plans today are different from what they were in 1952. 
That is particularly true since the test of the first ‘hydrogen bomb 
in the Pacific in the spring of 1954. I think one of the basic changes i in 
the whole military picture since 1952 is that we now realize that the 
decision in a third world war, should it occur, is likely to come much 
quicker than was anticipated in 19392, and that consequently, we will 
not have a long period in which to produce weapons and other instru- 
ments of warfare after war starts, and with those additional items 
produced after the start of the war, effect, let us say, the conclusion 
of it. 

Stated otherwise, I think there is the general feeling that perhaps 
the decision will be made to a great extent by what we have in hand 
when war breaks out, and not what we can jater produce. 

Senator Tuyr. Then, Mr. Vance, how are we to interpret the action 
here wherein the appropriated funds: first, $84 million of that fund 

was released and now the proposal is to borrow ; that i is, the military 
departments are to be permitted to borrow from the machine-tool 
reserves, to meet current production schedules? What are the answers 
here? How can we justify the action to release this amount of money, 
not to make use of it, not to obligate it, and then from what source 
can they go back and borrow if they do not have adequate machine- 
tool supplies? 

Mr. Vance. Mr. Chairman, if I interpret this release correctly— 
and I have not discussed it with anybody in the Defense Depart- 
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ment—I think it means simply this: The original conception of 


package reserves was that they would be kept intact in such a manner, 


in such a condition, that they could be quickly activated if an emer- 
ency arose. In certain categories, certainly, that policy should be 
Followed, as for instance in the manufacture of ammunition. 

However, there are other categories where it seems to me that the 
change in the military situation since 1952 makes it desirable that 
these packages of machine tools be reexamined periodically as this 
new order provides 

Senator Pave. Well, the type of tools, changes; is that true? 

Mr. Vance. No. I am getting up to the change in the end product. 

Senator Tuye. Yes. 

Mr. Vance. I think there are other types of packages as, for in- 
stance, to build, let us say, aircraft engines where these packages 
should be continually reviewed and where the borrowing from them 
for the production of other military items will be a good thing, where 
the advantage of that borrowing far offsets any disadvantage that 
might result from the temporary cannibalizing of the package. 

Now, let me explain what I mean there, because I think this is of 
great importance. If it is correct that in another war the decision 
night have to be made, or might come, from what we have in hand to 
use when war breaks out rather than what we might later produce, 
then it becomes very important that the quality of the equipment that 
we have on hand, for instance, fighter planes, bombers, and so on, be 
the very best that we can possibly obtain, and that in turn means that 
as improvements are made, they should be put into production as 
quickly as possible, and the lag between a new development and the 
time when it is available in the planes that are on hand is a matter 
of great importance, the lag of time. 

Now, if we can shorten that time when an improvement is de- 
veloped—if we can shorten the time between then and when it is 
actually put into the operating equipment on hand, we will thereby 
acquire a great advantage and that time factor in which an umprove- 
ment may be put into effect may be shortened considerably by tem- 
porarily borrowing from one of these packages a machine tool——— 

Senator Ture. May I interrupt at that point? How can you have 
an ample supply of packages if you release the funds that had been 
appropriated for the puropse of maintaining the packages or the sup- 
ply in the first instance? How can you borrow from it if you have sur- 
rendered the funds and have not added to the package? Then, my 
question must be, Did we have too many packages to start with, that 
made it unnecessary to obligate any part of this $84 million that was 
surrendered ¢ 

Mr. Vance. As to that particular point, Mr. Chairman, I would like 
to say that the Vance committee did not recommend, nor did it favor, 
a specific item in the budget for this purpose. And I will tell you, 
frankly, why we did not 

Senator Ture. How did the $100 million get in the budget? 

Mr. Vance. That was an idea of the Defense Department. It was 
not ours. You will find no reference to that in our report. 

Senator Ture. In other words, the $100 million was as a safety 
measure in the event your so-called package, or the supply of tools, 
was such that it was inadequate, and then the $100 million would be 
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there as cash to finance any addition to your packages of tool re- 
serves! Is that the interpretation that I am supposed to take from it? 

Mr. Vance. Let me tell you precisely what our thought was in that 
matter. We did not favor the setting up of a ausiheahen item in the 
budget for this purpose, and the reason we did not was because we 
thought that it was one of those items, one of those kinds of items, 
which the Appropriations Committee would look at and question, if 

ou will. 
We thought the better procedure would be for the military depart- 
ments to take whatever portion out of their general funds that might 
be required to purchase equipment in lieu of end products. And I still 
say that they would be better off to do it that way. 

Senator Toye. Senator Sparkman, would you like to ask Mr. Vance 
any questions at this point? 

Senator Sparkman. Mr. Chairman, I am going to be able to stay 
with you only a few minutes. I must go to another committee meeting 
on another subject which is alsoan important mattertous. —, 

In order to be absolutely clear in my own mind, you distinguished 
between the machine tools and the end product. What do you mean 
by the end product ? 

Mr. Vance. By the end product ? 

Senator SPARKMAN. Yes. 

Mr. Vance. The gun, the shell, the aircraft engine. 

Senator Sparkman. And you recognize the need, when a with- 
drawal is made from the machine-tool reserve—you recognize that 
there may be a need of replacing the tool or of procuring a newer tool, 
but you think that it can be taken care of out of the general funds, 
rather than out of earmarked funds? Do I understand that correctly ? 

Mr. Vance. Yes,sir. My understanding is, Senator, that the funds 
appropriated to the three military services may be used either for 
contracts to develop production capacity or contracts for end products, 
and that that flexibility is highly desirable, and it seems to me that the 
extent to which they are used for one purpose or another will vary 
with each individual situation. 

Senator Sparkman. What assurance are we going to have that the 
reserve will be adequately maintained, both in quantity and quality ? 
It would seem to me that so long as the independent fund was avail- 
able, it did serve at least to give us some method of checking on what 
was being done, and stood more or less as an assurance to us that the 
reserve would be maintained and built up. 

Mr. Vance. Well, that would presuppose that the amount of the 
a was adequate, not too much, not too little. 

enator SPARKMAN. Yes. Well, I believe the appropriation made 
by Congress—you will admit—was certainly not too much. It had 
been estimated that $300 million should be spent. Was that not the 
Vance report ? 

Mr. Vance. I think that was approximately correct; yes. 

Senator Sparkman. Congress made available $100 million and you 
used about $16 million. You turned back to the Treasury $84 million 
and asked for no further appropriation. 

Mr. Vance. Of course, that $300 million that was estimated in the 
Vance report, Senator, was not only for the purpose of acquiring new 


machines but also, you might say, rebuilding, modernizing, and main- 
taining equipment. 
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Senator Sparkman. Yes, sir. When we speak of maintaining the 
reserve, I think of that being included. 

Mr. Vance. That is right. 

Senator Sparkman. In other words, when I say, “maintaining,” I 
refer to both quantity and quality. When I speak of quality I have 
in my ‘mind the bringing on of new developments, modernizing the 
equipment, and so forth. 

Mr. Vance. For example, I have in mind one particular package of 
equipment for an aircraft engine that I had a good deal to do with 
in working out the details of the operation of this package with the 
Air Force, and in that connection these machines are not only main- 
tained in storage; they are also tooled up and the plan provides that 
every 6 months the machine tool will be turned over. In other words, 
it will be actually operated to be sure that it is in near perfect condi- 
tion and can be, with the minnimum of delay, put back in production, 
That is all part of the picture. 

Senator Sparkman. I know little about the management of your 
funds, or your fiscal affairs, but it would seem to me that if you had 
a fund that was definitely set aside for a certain purpose, we would 
come nearer having that purpose achieved than if we had to rely on 
taking it out of the funds that were made available for other purposes. 

Mr. Vance. Of course, Senator, in the ordinary course of things, if 
you did not have any machine-tool reserve, if you did not have this 
problem that you are now addressing yourself to, nevertheless, out of 
the general funds rae to the military services, they would 
have to allocate a very substantial part to the creation of capacity and 
the reason for that is that designs of end products are constantly 
changing. The tank they want today is not the one they wanted yes- 
terday. The kind of aircraft engine that we tooled up for in 1950-51 
is no longer required. They have been supplanted by other designs. 
And the changes in design have been so substantial as to mean a new 
tool-up involving a lot of machines that no longer can be used and a 
lot of new machines that were not in the original package. 

Let me give you an example of that. I am thinking of one particu- 
lar tool-up that involved in this particular plant, I think, a matter of 
some $60 million or $70 million, or $80 million, to build the J-47 
engine. Now, the J-47 engine was the powerplant for the B47 
bomber. 

In 1950-51, that was our main bomber. The whole Air Force 
program at that time, in the bomber category, was centered around 
the B-47. 

Then the B-52 came along with a longer range, greater speed, 
greater carrying capacity, and you might say, overnight, the B-47 
became an obsolete bomber and its powerplant became obsolete too 
because the powerplant for the B-52 was an entirely different power- 
plant, designed by a different organization. One had been designed by 
General Electric; the other by Pratt & Whitney. 7 

And while some of the machine tools that had been originally 
secured for the B-47 program could be used on the B-52, there were 
a lot of them that could not and a lot of new machinery had to be 
purchased, so that each time you had a major change in the end prod- 
uct, a considerable amount of the funds available to the military 
department, in the ordinary course of things do have to be used for 
machine-tool and equipment procurement. 
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Senator SparKMAN. In other words, general appropriations are 
available for the replacement of such tools as you mentioned in con- 
nection with the B47? 

Mr. Vance. Yes, sir; they are. 

Senator Sparkman. I think it was in one of your releases, fol- 
lowing the reduction in the appropriation to $100 million, it was re- 
lated that the program had been severely trimmed, and that only the 
most urgent bottleneck tools had been provided for in the $100 mil- 
lion. I certainly got this understanding from reading it myself. 
Is that a correct inference ? 

Mr. Vance. I do not know, frankly, Senator. I might say this, that 
when Mr. Lovett decided—and he was the one who did decide—that 
this should be a separate item in the budget—that would be the budget 
prepared in the fall of 1952 for fiscal 1953—the amount that was 
originally in the budget was $500 million. 

Senator SparKMAN. I believe, as a matter of fact, your committee 
report said from $300 million to $500 million, did it not? I took the 
$300 million as the low figure. 

Mr. Vance. Yes. 

Senator Sparkman. As I recall, it said between $300 million and 
$500 million. 

Mr. Vance. My recollection is that Congress appropriated $250 
million that first year. 

Senator Sparkman. I think that is correct. .And the next year 

Mr. Vance. The next year, $100 million, I believe. 

Senator SrarKmAN. $100 million. And of that $100 million, only 
$16 million was spent? 

Mr. Vance. So I am told. 

Senator SparkmMAN. And the $84 million was turned back to the 
Treasury ? 

Mr. Vance. But that did not mean, of course, that that was the 
limit of all the money that was spent for machine-tool equipment. 

Senator Sparkman. I realize that. I follow you quite well, and 
I am in full agreement with the statement you made regarding the 
necessity of changing and keeping up with developments. But it 
seems to me that just taking it away from the earmarked condition has 
the natural effect of trimming down the program. 

Mr. Vance. Well, sir, that is a matter of opinion. If properly 
administered, I say no. 

Senator SparKMAN. Has there been adequate replacement and keep- 
ing up with new developments since this new policy went into effect? 

Mr. Vance. I am not in a position to answer that, sir. I have had 
virtually no contacts with this problem in the last 2 or 3 years. 

Senator Sparkman. I guess that is really the question you want to 
decide at these hearings, is it not, Mr. Chairman ? 

Senator Ture. That istrue. That is what we are here for. 

Senator Sparkman. If I may be excused, I must go to another sub- 
committee. 

Senator Tarr. Thank you, Senator Sparkman. 

Mr. Vance, in the event you are borrowing, then, if an emergency 
were to occur and you had to step up to a 24-hour-day shift, would 
there be sufficient tools to borrow to properly equip your entire pro- 
ductive needs? 
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Mr. Vance. If I understand your question correctly, Senator, | 
would say you would be no worse off, having borrowed than you would 
have been otherwise, for this reason, that if an emergency arose dur- 
ing the period of borrowing, it is true that you would have only 1 
machine and 2 places to use it. But you would have that, anyway. 

Senator Ture. Why would you if you had an adequate sup yply 4 
Then you could fill the two places at once rather than have to wait 
to develop the necessary tools to fill the sec po place ? 

Mr. Vance. Well, I call your attention, sir, to this release from the 
Defense Department which reads: 

When replacement tools are received, the borrowed equipment will be returned 
to the original package if required.‘ 

Senator Tuyr. But where do you receive the tool from if you do 
not spend any money ¢ 

Mr. Vance. You do not receive it if you do not spend money, be- 

‘ause the machine tool—— 

Senator Ture. But when you surrender all the money, then where 
do you get it from? 

Mr. Vance. The money will come, as I explained to Senator Spark- 
man, I think, from the general funds of the military department. 

Senator Ture. In other words, that is a routine part of the mili- 
tary’s industrial plant, in its normal operation? They tool as well 
as use the equipment. Therefore, why did the Vance committee make 
a recommendation in the first instance, if there is no necessity, and 
if the industries, or the Defense Department can take it from their 
appropriated funds, or funds appropriated to them? Then what is 
the need of the recommendation that was first set forth by the com- 
mittee ? 

Mr. Vance. The original recommendation of the committee, Mr. 
Chairman, had as its principal objective this philosophy: that if you 
create the capacity and maintain it, then you did not have to have 
such a big stockpile. 

Senator Turf. But in time of peace, how can—— 

Mr. Vance. I am oversimplifying it, of course. 

Senator THyr. How can you maintain that in time of peace when 
your industrial plants are down at a minimum and still have a re- 
serve to draw on if the emergency were to demand it, because I can 
readily see that your end use of tools is constantly changing? They 
do in every type of mechanical device that man has conceived. You 
do in the civilian needs and we certainly know that the military is no 
different from the civilian auto or the civilian tractor or whatever 
other equipment you use. So we know there is a change. I flew in 
a plane here the other day that had a different power unit than I had 
been customarily flying in. So I know that some new tools had to 
be used to develop that power unit. But if you spend no money and 
you have a new end product, where does that tool come from and 
where is the surplusage coming from that you want to have if the 
emergency hits? 

Mr. Vance. Well, let me say this, sir. If I understand this situa-. 
tion correctly, a very considerable amount of money is currently being 
ssn 


* See agin 2, p. 182. 
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Senator Tuyr. You mean by the Defense Department ? 

Mr. Vance. Yes; to maintain these packages of machine tools and 
other equipment, to reactivate it. But these expenditures are not 
coming out of this particular fund. 

Mr. Sruts. Do you think that current spending runs in the nature 
of $300 million to $500 million a year ¢ 

Mr. Vance. I haven’t the slightest idea what it runs to. No; I would 
not think it does. 

Mr. Struts. One other point. When Congress cut from $250 mil- 
lion to $100 million a year, it was criticized directly and indirectly. 
Furthermore, when the appropriations for fiscal year 1955 and fiscal 
year 1956 came up, the military told Congress, “We have to have 
$100 million for this purpose, and we are going to be using every 
penny of all our other funds.” 

Now, either they had a lot of fat, if we could call it that, in their 
budget, which allows them to take $100 million out of other funds, or 
they are not doing the job. 

Now, Senator Thye as a member of the Appropriations Commit- 
tee, as well as this committee, certainly must question if there is $100 
million worth of unobligated funds in the budgets of the military 
departments that can take up this slack. 

Mr. Vance. As to whether or not they are reasonably maintain- 
ing this equipment, I would say they question should be addressed 
to the Defense Department and not to me, because I can only guess 
at: it. 

Mr. Sruurs. Yes, sir. Your Vance committee did meet, however, 
7 years after, let us say, the atomic age started. So you recognized 
that there might be a war of short duration. Nonetheless, your recom- 
mendation was that we do have these elephant tools, the bottlenecks. 

Mr. Vance. Correct. 

Mr. Stutts. You saw what happened in Korea, where we did not 
go into an all-out war, but a smaller sort of fracas. 

Mr. Vance. Correct. 

Mr. Srvutts. Now, when the Defense Department’s press release of 
January 5 says that you were fully consulted and concur in this new 
policy, did they present facts that demonstrated to your satisfaction 
that we are not likely to have another Korea? Or that we are now in 
much better shape as far as tools go than we were in 1952 or 1953, 
when your committee went into this? 

Mr. Vance. No, we have not recently explored it in detail; no, sir. 

Mr. Stutts. But you were convinced at that time that the military 
could take up the slack of the $100 million by utilizing funds which 
Congress appropriated for other purposes / 

Mr. Vance. That is right. 

Mr. Stuuts. Thank you. 

Senator Ture. All right, Mr. Vance, you may proceed, if you care 
to make a further statement on the question. 

Mr. Vance. I do not think I have anything further to say, Mr. 
Chairman. 

Senator Taye. Thank you, Mr. Vance. 

Mr. Vance. Thank you. 

Mr. Stuyts. May I say, Mr. Chairman, that Commissioner Vance 
has been very courteous tocome. He is late for a meeting of the Joint 
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Committee on Atomic Energy, which is your first meeting, 1 suppose, 
as a new Commissioner / 

Mr. Vance. Right. I expect that I probably will not be treated 
quite as courteously over there as I have been here, sir. 

Senator THyr. Mr. Vance, we always endeavor to treat everyone 
courteously, and you are a gentleman whom we would always find 
everyone trying to treat courteously. 

Mr. Vancor. Thank you, sir. 

Senator Tuyr. Yes, sir. 

Then if we may have Mr. Flemming, please. 

Dr. Flemming, how are you this morning ‘ 

Mr. Fieminc. Fine, Mr. Chairman. 

Senator Ture. Good. 

You have heard some of the statements, Dr. Flemming. You may 
proceed. If you have some of the answers, we will be very apprecia- 
tive. 


STATEMENT OF DR. ARTHUR S. FLEMMING, DIRECTOR, OFFICE OF 
DEFENSE MOBILIZATION 


Mr. Fiemminc. Mr. Chairman, I will be very glad to address my 
self to the question that is uppermost in your mind in connection with 
this hearing. 

Like Commissioner Vance, I did not know in advance that this was 
the primary question that was going to be discussed ; so I do not have 
a prepared statement, but I am very happy to address myself to the 
question. 

I think first of all, probably in order to help clarify the situation, it 
might be well for me to read Defense Mobilization Order VII-—4 as 
amended. This incorporates the amendments into the order. It is 
short and I think if I read this, it will be in the record, and I think 
it might help us in connection with our discussion. 

This order now reads as follows: 


In order to maintain a highly effective and immediately available machine 
tool and production-equipment reserve for the mobilization readiness program of 
the United States Government, the Office of Defense Mobilization sets forth the 
following policy on Government-owned production equipment including machine 
tools. 

I. DISPOSITION OF PRODUCTION EQUIPMENT 


A. Department of Defense.—Production equipment owned by the Department 
of Defense for which there exists a known or anticipated defense mobilization 
need should be held in efficient operating condition in “packaged formi” (“pack- 
aged form” means a complete complement of production equipment and tools 
capable of producing a particular military item or items at a particular plant) 
at or near the plants which will operate them in event of an emergency. In the 
event no such storage arrangement is possible, the equipment may be stored in 
central Government warehouses, but, in such cases, all efforts should be exerted 
to maintain intact complete complements of production equipment and tools. 
In those cases in which complements of equipment are not wholly Government 
owned, every effort should be made to keep as much as possible of the total equip- 
ment complement im packaged form. 

All equipment in “packages” shall be reviewed at least once each year to insure 
their essentiality to mobilization requirements and to guard against obsolesence. 
“Packages” or parts of “packages” found to be obsolete or no longer essential to 
mobilization requirements shall be reported by the military departments to the 
Department of Defense as idle equipment to be screened for redistribution or 
disposal. 
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In any instance in which the military departments cannot meet urgent produc- 
tion schedules because production equipment essential to this end is not immedi- 
ately available within the Government or from private industry, equipment in 
“packages” shall be made available on a loan basis for this purpose until it can 
be replaced by equipment from other sources. Upon the termination of such 
loans the borrowed equipment, if required, will be returned to its “package.” 

Recognition of the need for the continued maintenance of a modern and effi- 
cient production equipment mobilization base and Department of Defense plan- 
ning and programing toward that objective would be advanced by the inclusion 
ond consideration of requests for the following purposes as part of the regular 
annual budget cycle: 

(1) Procurement of equipment to meet current production schedules, including 
equipment necessary to permit return of items borrowed from “packages.” 

(2) Replacement of obsolete items in “packages” by equipment currently 
regarded as efficient for the purpose. 

(3) Provision for modernization and replacement of production equipment 
to keep pace with technological advances.in both munitions design and in equip- 
ment essential to its efficient production. 

B. Other Government agencies.—Production equipment owned by Government 
agencies, other than the Department of Defense, should be stored adjacent to 
manufacturing establishments only if there exists a known or anticipated defense 
mobilization need therefor at such location and if storage arrangements provide 
for the maintenance of the equipment in efficient operating condition. Where 
adjacent storage is not required to meet a known or anticipated defense mobiliza- 
tion need, the equipment should be placed in storage by the owning agencies under 
the most economical arrangements that are compatible with maintenance of the 
equipment in efficient operating condition. 

C. Nondefense leasing —No Government-owned production equipment shall be 
leased for non-defense-production purpose except when plans for such leasing 
have been prepared by the owning agencies and approved by the Office of Defense 
Mobilization. 

2. Scope of policy 

The policy guidance set forth herein shall relate to all Government-owned pro- 
duction equipment, as defined in supplement A to DMO-18, whether or not such 
equipment is included in the inventories established by DMO-18-A and DMO-18B. 
This order is not designed to affecting any existing leases of Government-owned 
production equipment. 

3. Reports 


Periodic reports of operations under this policy will be submitted to the Di- 
rector of the Office of Defense Mobilization and made public by him. 


Mr. Chairman, in reading the annual report of the Select Commit- 
tee on Small Business* and particularly that portion of the report 
dealing with the machine-tool industry, I find that your committee 
included this paragraph, which, it seems to me, is very relevant to the 
discussion we are having at the present time. The committee said 
this: 

The rapid technical advance in the design of machine tools in the last few 
years raises serious questions about the obsolete character of the Government 
inventory. Despite the increment of some machine tools during the Korean 
emergency, the major portion of the Government-owned inventory is of World 
War II design and is 11 to 15 years old. Your committee notes that the executive 
branch is doing little to correct this situation and that in a very real sense the 
Government inventory is a wasting asset. Despite evidence that a sound replace- 
ment program would pay for itself in operating economies over a few years, 
programs for the replacement of machine tools and other industrial equipment 
universally receive a low budget priority. 

Senator Ture. Doctor, if I may interrupt at that point, how do we 
justify the action of surrendering the budgetary funds appropriated, 
or the funds appropriated ¢ 


5S. Rept. No. 1368, 84th Cong., 2d sess., p. 94. 
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Mr. Fremmine. Mr. Chairman, it seems to me that that particular 
question simply deals with a method for implementing, first of all, 
the recommendations of the Vance committee, and now implementing 
what I would regard as a much more, shall I say, modern and up-to- 
date policy than the Vance committee recommended. 

Senator Ture. Then can you—— 

Mr. FLtemminc. Could I continue / 

Senator Ture. I beg your pardon, Doctor. 

Mr. Fiemminec. I was just going to say there that in the beginning, 
and as Mr. Vance has alre: ady pointed out, as I understand it, Secre- 
tary Lovett decided that possibly the best way in which to implement 
the recommendation of the Vance committee was to ask for this overall 
fund which would be under the direction of the Secretary of Defense. 
And the history of that has been outlined here. 

Now, as I understand the position of the Defense Department at the 
present time, they are simply saying that they have decided that we 
can doa more effective job of implementing those portions of the Vance 
committee report that we feel should be implemented and of imple- 
menting this new policy, if we require the services to include in the . 
budgetary requests each year the funds that they feel they need i 
order to carry out the kind of policy which I have just read. 

Mr. Chairman, I have been assured that the present condition of 
the funds in the Department of Defense is such that they can cert ainly 
make a very good start in the direction of implementing this new 
policy which I have just outlined, and which I feel is a policy which, 
as Mr. Vance has indicated, is more closely related to our present 
strategic concepts than the Vance committee report of 195%. And that 
is not any criticism of that report, because a lot has happened, as Mr. 
Vance himself has pointed out, since that report was issued. In other 
words, what the Department of Defense is saying here to the services 
is: “Here is an overall ODM policy. It is up to you to carry out that 
policy. It is up to you to develop the requests for funds that are 
needed to carry out that policy. We will review it in connection 
with our regular budgetary review,” that is, the Defense Department, 
at the Defense Department level. And, of course, they will review 
it in the light of whether or not the services are really carrying out 
this policy. And I assume, Mr. Chairman, that when the presenta- 
tions are made to the Appropriations Committees of the House and 
Senate, of course, they will be in a position to indicate just how those 
appropriation requests are related to this policy. 

Personally, I think that this latest decision of the Department of 
Defense rests on sounder management grounds than the earlier de- 
cision, because what it is saying to the ‘Army, Navy, and Air Force 
is: “You cannot pass the buck to the Department of Defense for the 
carrying out of this policy and say, ‘we will do just whatever you 
allow us to do and whatever you allocate from this partic ular fund.’ 

The Department of Defense is saying to the three services: “It is 
your job to carry out this policy. It is your job to price it out, and 
it is your job to make the request.” I think that is better management. 

Senator Tuyr. Well, Doctor, now, you are the Director of the 
Office of Defense Mobilization. 

Mr. Fremoine. Right. 

Senator Ture. Then what are your responsibilities? Have they 
been taken away from you? 
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Mr. Ftemminec. No. Mr. Chairman, here is the policy. I mean, it is 
a function of the Office of Defense Mobilization to develop policy and 
then it is our function to assign operating responsibilities to the de- 
partments and agencies to operate in conformity with that policy. 
I have every assurance—— 

Senator Tuyr. Then you are checking to determine that there are 
the supplies of the necessary tool packages, so that if this Nation were 
confronted with an emergency that would require a greatly stepped-up 
production, there would be an adequate supply of tools and reserve 
packages so that they could be drawn upon to properly equip and tool 
the plants to proceed with an expanded production ? 

Mr. FLemmine. Tet me put itthis way, Mr. Chairman. I have every 
assurance from the Department of Defense that they will issue the 
directives and request the funds needed to carry out the policy which 
I have just read to you. You will note that my policy calls for periodic 
reports from the Department of Defense as to what progress they may 
make, let us say, over a period of the next 6 months in the direction 
of achieving the objectives that are set forth in this particular policy. 

If I found that adequate progress was not being made, as the repre- 
sentative of the President, it would be my responsibility to make repre- 
sentations to the Department of Defense, and, if necessary, to the 
President himself. If I felt that the requests for funds for this pur- 
pose had been passed on in such a way by the Congress as to make it 
difficult for the Department of Defense to adhere to this policy, of 
course, I would have an obligation of saying so. 

Senator Tuyr. Are you satisfied that there was an adeqate supply 
when the $84 million were returned ? 

Mr. Ftemmine. Mr. Chairman, as I see it, that is not a question of 
whether or not $84 million is or is not going to be spent. I am sure 
that in order to carry out this policy a great great deal more than 
$84 million will be spent by the Army, the Navy, and the Air Force. 

Senator Ture. In other words, they are spending this from their 
own appropriated funds ? 

Mr. Ftemine. That is right, Mr. Chairman. All the Department 
of Defense is saying to the Congress, in effect, is, “We have decided 
that we would just as soon not operate this way and put the services 
in a position where they can, in effect, put responsibility on us. We 
are saying to the services, ‘You figure out what you need in order to 
conform to this policy. You put it in your budget request. We will 
review it at the Department of Defense level.’ ” 

Senator Tuyr. You had a question, Mr. Stults? 

Mr. Sruurs. Several questions. 

Do they have $100 million worth of fat in this last year to bring it 
up to snuff, do you think? 

Mr. Fiemuine. Mr. Chairman, I am sure that you would not expect 
me to have the details of the Department of Defense budget in mind. 
I notice that Department of Defense witnesses are here. They are: 
going to testify, and I am sure that they will be able to indicate just 
what their fiscal situation is. The only thing I am convinced of is 
that they are determined to carry out this policy. Now, the method 
they use does not worry me particularly, as long as they carry it out. 

Mr. Strvuurs. You are determined, despite the fact that you have 
indicated that you are not completely satisfied with the state of our: 
machine-tool reserve at this time-—— 
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Mr. Fiemmine. Of course, I am not. This policy is a reflection of 
that. This policy goes way beyond the recommendation of the Vance 
committee. This policy, it seems to me, is designed to meet directly 
the criticism that this committee made, and I think a valid criticism 
relative to the status of our machine-tool inventory. In other words, 
this committee said, “It is not modern enough. It should be mad- 
ernized, and a program should be put under way to bring about its 
modernization.” This policy is designed to do just exactly that. 

Mr. Srvurs. You are the one man that is held responsible for the 
overall defense mobilization picture. I wonder if the military is so 
eager to get on with it, why were they unable to use first $250 million, 
then $84 million, then $100 million? Let us assume that even though 
there are binding appropriations and money elsewhere, that they still 
could have used this $434 million, and we still would not have a perfect 
reserve. 

Mr. Ftemmine. Mr. Chairman, I go back to my original statement— 
let me preface it this way. Mr. Vance indicated in his testimony 
that his committee did not recommend the establishment of an overall 
fund in the Department of Defense. The fact of the matter is, they 
were opposed to it. They did not regard it as good management. 
Nevertheless, the Department of Defense—reasonable people can differ 
on something like that—decided that it would be a good thing to do 
froma management point of view. They tried it out. They have 
obviously arrived at the same conclusion that the Vance committee 
arrived at back in 1952, that it does not work very well that way. So 
they have gone back to the original concept of the Vance committee, 
namely, to keep the operating responsibility with the services, which 
I think is better management myself. 

Now, people can diifer on it, but it just seems to me that the Vance 
committee was right in the first place, as Mr. Vance has indicated 
here this morning. 

Senator Ture. There is no question in your mind, Doctor, but what 
there is an adequate supply of tools in reserve and a modern tool that 
would meet every end requirement, and that you, as Director, are 
constantly going about seeing that the obsoletes are screened out in 
order that your supply is current, meeting the modern requirement, 
and that you would have an ample supply in the various branches of 
Government to meet every emergency that you anticipate? 

Mr. Fiemmine. Mr. Chairman, there is serious doubt in my mind 
that we are in that kind of situation. That is why I have issued 
this policy. That is why I am for this new policy. That is why I 
hope that the Department of Defense will do as they have indicated 
that they will do, namely, put real drive back of achieving the 
objectives that are set forth in this policy. If the objectives that are 
set forth in this policy are achieved, then we would be in a much 
stronger position than we are in at the present time as far as machine 
tools are concerned. 

Senator Ture. And you are moving toward the achievement ? 

Mr. Fitemmrne. That is correct. And I am sure that the Depart- 
ment of Defense witnesses will be able to point out the steps that 
they intend to take in order to implement this policy. 

Senator Turse. Thank you. 

You may proceed, sir. 
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Mr. Fiemminc. Mr. Chairman, on this particular point, I do not 
think that I have anything further to say. What I would say 
would simply be repetitious of what Mr. Vance has already presented 
to you. But I am very willing to respond to other questions regard- 
ing this or other _— of the policy. As you know, Mr. Chairman, 
I think some weeks ago we filed with the committee a rather detailed 
statement of the various activities of the Office of Defense Mobilization 
within the machine-tool industry.* And, of course, I would be very 
glad to respond to any questions on any of the points presented in that 
report. 

Senator Toye. Have you any further questions, Mr. Stults? 

Mr. Srvrts. Where did the new policy originate ? 

Mr. FLtemmine. That is one of those things that grow out of joint 
discussion between the Department of Defense and the Office of 
Defense Mobilization. Very specifically, the Deputy Secretary of 
Defense and myself first started talking about it, and the desirability 
of brining it up to date, and giving it an emphasis that is consistent 
with the new strategic plans under which we have got to operate. 

Mr. Sruuts. Dr. Flemming, elephant machine tools, these great 
monsters, may take as long as 2 years to develop and produce, if I 
remember. Do you feel that the military is likely to knock out an 
end item and instead use that money for something that is 2 years off 
as production equipment and maybe 4 years off as an end item? 

Mr. FiemMinc. Well, of course, that is a kind of hypothetical ques- 
tion, in which I would be required to probe the thinking of the De- 
fense Department as to what they might do with this specific situation 
put before them. I do not know just how they would do it. I think 
we would have to have an actual case in front of us and have the 
opportunity of weighing all the factors that are involved in an actual 
case. 

Mr. Srutrs. The reason I asked that is this, Dr. Flemming. The 
military has been given some $450 million by Congress to go out and 
purchase just these kind of tools. It was, if you ‘will, handing it to 
them on a silver platter and saying, “Congress feels, and Assistant 
Secretary Pike just 6 or 8 months ago came up and told the Appropri- 
ations Committee, that it is very necessary that we have this $100 
million.” Now, even with that $450 million, only $16 million was 
obligated. For some reason, they have been slow. But you feel that 
these same men will be much faster if you do not give them the money 
earmarked for this purpose? 

Mr. Ftewmine. Look. While this process was going on, the serv- 
ices were presenting needs for machine tools which totaled up to an 
amount far in excess of the $100 million. Now, what the Department 
of Defense is saying to the services now, as I understand it, is, “O. K. 
Put that in your budget for next year and come in and defend it, just 
as you defend any other item.” 

And I am sure that when the Army, the Navy, and the Air Force 
defend their request for funds for machine tools before the Secretary 
of Defense or the Deputy Secretary of Defense, that their requests for 
funds will be judged in the light of the policy which I have just read 
and which I have just issued. I am convinced of that. 


® See appendixes 4 and 4a beginning p. 137 for correspondence between the chairman of 
the Senate Small Business Committee and Dr. Flemming. 
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Senator Ture. Dr. Flemming, no one should criticize any agency 
of Government that releases back to the ‘Treasury $84 million, 

Mr. FLemouune. That is right. 

Senator Ture. And you are to be commended. Now, the only ques 
tion that we are confronted with is—— 

Mr. Fiemmine. That is, the Defense Department should be com- 
mended for that, and not ourselves. 

Senator Ture. The only question that we are confronted with is 
this. Did this money return at the expense of an inventory of ade- 
quate and proper and current tools! Now, that is what we are trying 
to ascertain. 

Mr. Ftemnine. That is right. And I 

Senator Ture. And to your best judgment, the new tools are avail- 
able, and the packages are sufficient in number so that if emergencies 
do occur, the best of judgment of you and others, and your associates, 
is that you would have a sufficient supply of tools; is that what I am 
to understand ¢ 

Mr. Fitemmrine. No, Mr. Chairman, you are not to understand that. 

Senator Ture. That is what I want to be certain of. 

Mr. Fiewoine. You are not to understand it. 

Senator Ture. Then I want to know whether you did not succeed 
in prevailing upon the proper authorities that they should not have 
surrendered the $84 million. 

Mr. Fitemmine. Mr. Chairman, may I go back again and say that 
I am not happy about the present state of the machine-tool inventory. 

Senator Tuyr. Then who is responsible? To whom do I point my 
finger as a little subcommittee chairman here? 

Mr. Fiemnine. All right. Now, if I could just take it step by step 
here—— 

Senator Ture. Thank you. 

Mr. Fiemminc. I am not happy about it. That is reflected by the 
issuance of this new policy statement,’ which, as I have said, I think 
goes a number of steps beyond the Vance committee report and in the 
tight direction as far as our current defense program is concerned. 

IT am absolutely convinced that the Department of Defense will take 
every step that it is necessary for them to take in order to carry out 
this policy. Now, all they have decided is, if I understand their 
decision on this $84 million—all they have decided is that they think 
they will make more rapid progress in the direction of achieving the 
objectives that are set forth in my policy if they require the services 
to include the amounts that the services will feel that they need for 
machine tools in their annual budgets and present their requests to 
the Department of Defense. 

Speaking as one person, I concur in their judgment. I think they 
will get better results this way as contrasted with having one of these 
overall funds in the Department of Defense because, Mr. Chairman, 
it seems to me it is just human nature: As long as that overall fund 
was there, the services could very properly say, “Look, we have done 
everything we could. We have presented requests to the Department 
of Defense for money that we could use for this particular purpose, 
and they have allocated us so much, and that isit. Therefore, we don’t 
have any more responsibility.” 


7 See appendix 3, p. 133. 
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The Department of Defense, as I see it, is trying to reverse that. 

Now, also, I think that we ought to keep this in mind, that this policy 
is, instead of narrowing the limits within which the Department of 
Defense and the Government will operate on this machine-tool matter, 
it seems to me broadening it considerably. 

Take this paragraph in the joint announcement : 


The committee’s findings are still— 
this is referring to the Vance committee— 


are still considered basically sound. Experience gained over the past 3 years, 
however, has demonstrated a need for adjustment.® 

The announcement stated that the program as originally established 
was restricted to the procurement of tools for mobilization use, that is, 
to be used after M-day, and did not provide for current use of tools or 
the procurement of replacements for obsolete items. 

Mr. Chairman, we are placing a great deal more emphasis on the 
importance of our current production and mobilization program today 
than we did in 1952, for the reasons that Mr. Vance has so effectively 
outlined. And consequently, it was the feeling on the part of the De- 
partment of Defense, in which I concurred, that the previous policy 
growing out of the Vance committee report was too restrictive, because 
they could only use those funds to procure tools for mobilization use. 

As Mr. Vance has pointed out today, it is very important for us 
to be in a position to provide for current use of tools or the procure- 
ment of replacements for obsolete items, because of the emphasis that 
we must of necessity place on the magnitude and the efficiency and 
the effectiveness of our current defense mobilization program. 

I am sure, Mr. Chairman, that when Mr. Vance and his committee 
reported in 1952, they did not visualize in their own minds that in 
1956, January 1956, the President of the United States would be sub- 
mitting a request to the Congress for a budget for defense purposes 
of $35.5 billion. No one thought that we would be moving forward 
at that particular level, as far as our current program is concerned. 

Senator Ture. In other words, Doctor, the plant productive ca- 
pacity is at such a state that the tools are in use, and therefore there 
is not the necessity of having a reserve pool lying here under a super- 
vised inventory ? . 

Mr. Fiemmine. Well, let us put it this way, Mr. Chairman. It 
seems to me that instead of having an “either/or” situation, as Mr. 
Vance’s committee thought confronted him in 1952, we have a 
“both/and” situation. 

You see, at that time they said “Don’t put too much emphasis on 
stockpiling end items. Put your emphasis on procuring the tools 
which you could use to produce end items.” 

Today we are saying “We have got to emphasize both end items, 
the procurement of end items, and also we have got to keep ourselves 
in a position where we could step it up if we had to step it up at some 
point in the future,” because I agree with—I think the question that 
was asked me—— 

Senator Ture. Doctor, for those of you who are not familiar with 
the bells, two bells call for a quorum, and this long bell is a vote over 
on the Senate floor. So if I may do this, because we all have to be 


8 See appendix 2, p. 132. 
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on the floor—you are all assembled, and I would not like to see you 
busy people sit and wait for our return; and for that reason, if I may 
permit the counsel and the director, Mr. Stults, to continue on with 
the hearing, then we can develop the testimony in that manner, because 
in that way we can save your time, because following Dr. Flemming 
here will be the Honorable Thomas Pike, the Assistant Secretary of 
Defense, and I would like to leave that arrangement, so that you need 
not have wasted this morning in coming here. So I am going over 
on the floor, and I will return just as r apidly as I can. 

It was nice seeing you, Doctor, and I am sorry that I have to run 
over for the moment. But we will proceed with the hearing in this 
manner. I will be back just as soon as the rolleall is comple ‘ted. 

Mr. Srvutts. Is that all right with you? 

Mr. Fitemmine. Surely it is. 

Mr. Stutts. I might announce that we also will give this transcript 
to all five members of our subcommittee. Several of our witnesses 
have indicated that they would not be able to come back tomorrow, 
so that we would like to rush through. 

Mr. Fiemminec. That is per fectly all right. 

Mr. Sruuts. I think that perhaps we have given you a going over 
to try to bring out the sort of information that we would like to find. 
Specifically, we have gotten your assurance that you will see that 
the concept of adequate tooling, whether it is in a reserve pool or on 
a production line, will not be ignored. 

Mr. Fiemoine. Right. 

Mr. Sruurs. Secondly, we originally got into this problem, as you 
know, back in 1952, because of the difficulties being faced by the 
machine-tool builders themselves. 

Mr. FLEMMING. Right. 

Mr. Srvutrs. This is a feast or famine industry composed largely 
of small units of production, who unfortunately always seem to have 
famine just before we need them most. And then we call upon them 
and damn them all the way from here across the oceans because they 
are not able to produce the sort of tools in the time that we need them. 

So the committee has received that assurance from you, Dr. Flem 
ming, and we are certainly grateful to you. 

Mr. Foulke, do you have any questions ¢ 

Mr. Fourxe. No. 

Mr. Sruttrs. Mr. Odom? 

Mr. Opom. No. 

Mr. Sruurs. Thank you very much. 

Mr. Fiemnine. All right, sir. I am very h: appy to be here. And 
if as a result of your hearings there are any points that are called 
to the attention of the committee that you think I should get into, 
in the light of my overall responsibility in this particular area, I will 
certainly be very happy to have you get in touch with me regarding 
them, because it is very clear to me, as the chairman has pointed out, 
that the overall responsibility is fixed with the Director of ODM. 

As you well know, we do not operate. We feel that the way to dis- 
charge that responsibility i is to set a policy, to be clear in indicating 
what departments and agencies we expect are going to carry out that 

olicy, and then to check up from time to time to see that there is ad- 

1erence to the policy. And consequently, (a) any evidence indicating 





20 MACHINE-TOOL PROGRAM 


that maybe the policy can be strengthened is evidence in which we 
are very much interested, and () certainly any evidence indicating 
that there is not adherence to the policy is evidence in which we are 
interested, and we will act on the basis of any representations on 
either point. 

Mr. Srutts. We will hear later from representatives of the industry. 
We may very well ask you for a written comment at the conclusion of 
this hearing on specific points that are brought up at that time. 

Mr. FLtemmrine. I will be very happy to. 

(Following is the information subsequently supplied by Mr. Flem- 
ming in response to Senator Sparkman’s request :) 


ExHIsIT 1 
Unrrep STATES SENATE, 
SELECT COMMITTEE ON SMALL BUSINESS, 
February 13, 1956. 
Dr. ArTHUR S. FLEMMING, 
Director, Office of Defense Mobilization, 
Washington 25, D.C. 


Dear Dr. FLEMMING: I wish to thank you for appearing before the Subcom- 
mittee on Relations of Business With Government, February 7, to discuss im- 
portant matters of Government policy relating to the machine-tool industry. In 
reading your testimony, I noted your kind offer to supply additional data, by 
letter, if required. It is in this spirit, then, that I ask your comments on the 
following questions : 

1. You testified that you are not happy with the current status of the machine- 
tool inventory and that your dissatisfaction is the reason for the new ODM-DOD 
policy. Would you please describe what safeguards you are employing, or believe 
advisable, to make certain that the high purposes of your directive are achieved 
by each military department, despite conflicting budgetary demands. What type 
of reports are you ordering? Are you requiring the military departments to break 
out their machine-tool program into a single budget so that you and the Congress 
can determine its progress? 

2. Would you provide a report as to current ODM planning relative to wage 
policies, material availability, etc., which bears on the ability of the machine-tool 
industry to produce in a future emergency ? 

3. What is the status of the so-called turbine gear program for which you have 
allocated some $70 million? Testimony before the subcommittee indicated that 
this program was being delayed by budgetary considerations. 

4. Would you provide a current status report as to the elephant tool reserve 
program? I understood from your letter of January 12 that this program would 
be active by this time; however, I got the impression that budgetary considera- 
tions were also delaying this program. 

I appreciate your deep concern with the serious problem of maintaining a 
modern government machine-tool inventory and I wish you every success in your 
endeavors. If you wish to bring your letter of January 12 up to date in any 
regard, or to express any additional views, I would be glad to receive them for the 
record. In order that the hearing record can be completed soon, I would 
appreciate your reply within the week or at the earliest possible time. 

With kindest personal regards. 

Sincerely yours, 
JOHN SPARKMAN, Chairman. 


EXHIsitT 1 (a) 


EXECUTIVE OFFICE OF THE PRESIDENT, 
OFFICE OF DEFENSE MOBILIZATION, 
OFFICE OF THE DIRECTOR, 


Washington 25, D. 0., February 27, 1956. 
Hon. JoHN SPARKMAN, 


Chairman, Select Committee on Small Business, 
United States Senate, Washington 25, D.C. 
DEAR SENATOR SPARKMAN: This has reference to your letter to me of February 
13, 1956, in which additional information was requested for the record of the 
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recent hearing held by the Subcommittee on Relations of Business With Govern- 
ment. 

The points mentioned in your letter are covered below in the order in which they 
were enumerated therein. 

1. In reference to your question relative to the safeguards we are employing to 
see that our newly revised tools policy is carried out, Defense Mobilization Order 
VII—-4 contains a requirement that periodic reports under this policy be submitted 
to the Director of the Office of Defense Mobilization. This is not a new provision, 
but one which has been in this order since it was first issued on October 9, 1953. 
Under it we have required all of the principal tools-owning agencies of the 
Federal Government to make periodic reports to us. The data contained in these 
reports have supplied us with factual insight into operations and degree of 
accomplishment under the policy in force. 

We have already had preliminary discussions with the Department of Defense 
with respect to additional information to be included next time to reflect progress 
made under the policy, as revised on January 6, 1956. This will cover progress 
made on such matters as review of existing inventories, extent of tools borrowing 
from packages, and the status of procurement of replacements. Our order has 
been implemented by DOD Directive 4215.9 of February 3, 1956. This directive 
gives the services 180 days to review packages and to report findings. We, 
consequently, expect to have rather complete information on these topics about 
September 1, 1956. 

Military budgeting with respect to funds for production equipment and facili- 
ties is being reported to us in rather comprehensive form by the DOD Monthly 
Report on Status of Funds by Budget Category, which we regularly receive. The 
latest one of these showing the status of funds as of November 30, 1955, is desig- 
nated as EISED-290, which is issued periodically by the Assistant Secretary of 
Defense (Comptroller). The status of funds for each of the military depart- 
ments is shown both separately and combined in this report. In our discussions 
with the Department of Defense with respect to future operations reports, we 
plan to explore the feasibility. of asking that the budget status report be modified 
somewhat to provide additional detail. 

2. On the matter of wage policies, work is being done to prepare the basic 
measures necessary to initiate a wage stabilization program if such should be- 
come necessary in a future emergency. At this time, no effort is being made to 
guess the wage levels, standards, or criteria that might be needed under future 
emergency conditions to administer a wage stabilization program. 

Production plans for use in the event of mobilization include special provisions 
to assure the early establishment of production levels and schedules of machine 
tools to meet military and other mobilization production demands for this equip- 
ment. They also include provisions to assure adequate supplies of materials and 
components to builders of machine tools to meet their approved schedules. The 
main features of these plans and preparations with respect to machine tools are: 

(a) The retention on the books of the Business and Defense Services Admin- 
istration Order M-41. This order presently in operation provides the framework 
for expediting deliveries of tools needed to support present military production 
programs and also contains in standby operating effectiveness the machinery for 
directing the distribution of these tools to meet expanded military requirements 
in event of mobilization. 

(ob) The M-day pool-order program, which has been covered in some detail in 
our report to you of January 12, 1956, item 8, page 11. 

(c) Studies are maintained by the Business and Defense Services Administra- 
tion which will assure the availability of necessary production and materials 
consumption data to permit bringing the machine tool industry and its mobili- 
zation production under the defense materials system. This will permit the Gov- 
ernment to schedule production shortly after M-day and to provide preference 
to builders for the materials and supplies they will need to maintain their pro- 
duction schedules. ‘ 

3. The turbine and turbine-gear program was held up after its approval by the 
Office of Defense Mobilization to permit an interagency study group and the 
companies involved in the program to review the lists of tools and equipment to 
insure that the tools would meet current needs. These groups also surveyed 
Government tool inventories to determine if some of the needed tools could be 
found in these inventories. We are happy to say that a substantial number of 
tools were found in idle inventories. 

The reason funds have not yet been allotted to this program is that some ques- 
tions have been raised concerning the proposed ship-production schedules which 











22 MACHINE-TOOL PROGRAM 


served as a basis for the turbine requirements. We are working actively on these 
questions and expect to have them resolved at an early date. 

4.The current status of the elephant tool-reserve program was accurately re- 
flected in our January 12, 1956, report to you, item 5, page 8. It will take another 
6 to 9 months to complete the more detailed studies now in progress before pre- 
cise deficiencies will be known to the extent necessary for the placing of orders. 
No budgetary problem is anticipated in financing Government purchases for this 
program. Preliminary studies have revealed no need for any broad-gage program 
for Government-financed purchase of such tools and the funds needed will con- 
sequently be relatively small. Those that are needed will be supplied through 
use of the borrowing authority provided in the Defense Production Act of 1950, 
as amended. 


It was a pleasure to appear before your committee, and if there is any further 
information we can supply or any other way in which we can be of assistance, 
please call on us. 

Sincerely yours, 
ARTHUR S. FLEMMING, Director. 

Mr. Struts. Secretary Pike. 

Mr. Prxe. Good morning Mr. Stults. 

Mr. Srours. Thank you very much for coming over. 

This is Mr. Odom, our chief counsel, and Mr. Foulke. 

Mr. Secretary, this is an embarrassing situation in which I find 
myself. I have just received word that Senator Sparkman will be over 
here as soon as he can vote. But I do think that we might as well 
proceed, if that is all right with you. 


STATEMENT OF THOMAS P. PIKE, ASSISTANT SECRETARY OF 
DEFENSE (SUPPLY AND LOGISTICS) ; ACCOMPANIED BY JAMES P. 
NASH, OFFICE OF THE GENERAL COUNSEL, DEPARTMENT OF 
DEFENSE; AND JOHN H. WILLIAMS, CHIEF, PRODUCTION EQUIP- 
MENT BRANCH, OFFICE OF ASSISTANT SECRETARY OF DEFENSE 
(SUPPLY AND LOGISTICS) 


Mr. Pixr. Very good, sir. I have a prepared statement which I 
should like to read for the record here, after which time perhaps we 
can get into some of the questions that have been raised by the two 
previous witnesses, and on which perhaps I might be able to shed a 
little light from the standpoint of the Department of Defense. 

If it is satisfactory, I will proceed with the reading of the statement. 

Mr. Srvutts. Yes, sir. 

Mr. Prxer. I wish to thank you for this opportunity to appear before 
your subcommittee to discuss Department of Defense policy and pro- 
grams in the area of machine tools for mobilization. 

It is the policy of the Department of Defense to retain and maintain 
for mobilization, production equipment which would be required to 
equip Government-owned production facilities and to augment pri- 
vately owned equipment in privately owned plants for the purpose of 
fulfilling military production requirements. Our policy is in accor 
with the recommendation of the Advisory Committee on Production 
Equipment, commonly referred to as the Vance plan, in its report to 
the Director of Defense Mobilization in January 1953.° 

The principle finding of that committee was that maximum secu- 
rity can be achieved with maximum economy by maintaining produc- 
tion plans in a high degree of readiness, capable of rapid expansion of 


®* See appendix 1, p. 115. 
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output in the event of war and relying upon such readiness as a partial 
substitute for stockpiling of reserves ; of military end items. Accord- 
ingly, the committee recommended that production capacity should be 
substituted for the stockpiling of military end items to the greatest 
extent practicable. 

In implementation of this policy and in accordance with Office of 
Defense Mobilization directives, we have provided that reserve pro- 
duction be maintained in the following order of preference: First, 
maintaining the equipment in place in the facility where it was last 
operated for its intended mobilization purpose. Secondly, maintain- 
ing the equipment on site or adjacent to the point of last use for its 
intended mobilization purpose. Finally, if neither of the above 
arrangements can be made, maintaining the equipment in centrally 
located warehouses properly earmarked “for its intended mobilization 
use. In addition there is another category of items that are of the 
type that will be required for general expansion of production for 
military end items which experience has indicated must be retained 
for mobilization purposes, 

In connection with the maintenance of package plants, standby 
lines and active base packages the military ¢ de ‘partments are required 
to reevaluate the aaa of the equipment against planned require- 
ments once every year. The remainder of items will be evaluated 
every 2 years and the walliteas departments are directed to carry out 

cified standard tests to determine the operating capabilities and 
characteristics of the tools where such data is not already asc ertained. 

Recently the Secretary of Defense issued a new directive which is 
actually a revision of a former directive on utilization of idle pro- 
duction equipment. Under the new directive certain improvements 
will result which were necessitated by current conditions. 

(Department of Defense Directive No. 4215.9, February 2, 1956, 
follows.) 

EXHIBIT 2 
February 2, 1956 
No. 4215.9 
DEPARTMENT OF DEFENSE DIRECTIVE 


Subject: Recording and utilization of idle production equipment. 
Reference: (a) DOD Directive 4215.9 (Recording and Utilization of Idle Pro- 
duction Equipment) dated August 18, 1953, as amended. 


I. Purpose 

It is the purpose of this directive to prescribe policies and procedures for 
reporting and redistributing idle machine tools and certain other related pro- 
duction equipment owned or controlled by the Department of Defense. 


iI. Cancellation 
Reference (a) is hereby canceled. 


ITI, Policy 


It is the general policy of the Department of Defense that it is essential that 
machine tools and other related production equipment owned or controlled by the 
Department of Defense be managed and utilized in a manner which will— 

A. Provide a reserve of production capacity for immediate use in the event 
of mobilization. 

B. Avoid unnecessary delays in current production programs by using idle 
production equipment, including, if essential, that equipment in package plants 
or in standby lines, or active base packages. 

C. Permit sound decisions to be made in the expenditure of funds for such 
equipment. 

D. Provide maximum possible cross servicing. 
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EK. Permit sound planning to be done with the machine tool and related pro- 
duction-equipment industries in connection with current and mobilization 
problems. 

The redistribution of idle machine tools and other related production equipment 
will be in support of the above policy. 


IV. Definitions 


A. Production Equipment Redistribution Group (PERG) .—An organizational 
unit of the Department of Defense established for the purpose of administering 
the production equipment redistribution inventory (PERI) and allocation of 
machine tools and other related production equipment listed therein. 

B. Production Equipment Redistribution Inventory (PERI).—An inventory 
record of idle departmental and national industrial equipment reserve (NIER) 
machine tools and certain key types of other related production equipment. It is 
maintained by PERG for the purpose of providing a central source of such 
information to which defense and defense supporting contractors may be referred 
in order to obtain equipment to fulfill urgent production requirements to support 
military production. 

C. Production Equipment.—Any equipment or machinery used in the produc- 
tion of goods or services for the purpose of cutting, abrading, grinding, shaping, 
forming, joining, measuring, testing, heating or treating of production materials 
or “in process” products within a manufacturing, processing, assembling, or 
service establishment. For the purposes of this directive, see supplement A. 

D. Machine Tools.—That category of production equipment consisting of 
power-driven, nonportable machines are described under standard commodity 
classification codes 3411-00 through 3419-99 and 3441-00 through 3449-90. 

E. Departmental Industrial Equipment Reserve (DIER)—The indlustrial 
machinery and equipment held in storage by the military departments for aug- 
mentation of their required industrial production capacity in time of a national 
emergency. Departmental industrial equipment reserve does not include indus- 
trial machinery and equipment retained as integral units of departmental estab- 
lishments, departmental industrial plant reserve, contractors’ plants, pilot lines, 
other active installations, on loan or lease, or in plants covered by the national 
security clause. 

F. Departmental Industrial Plant Reserve (DIPR) consists of two categories: 

1. Active departmental industrial facilities——Those departmental controlled 
industrial facilities which are in active use for their intended purpose. 

2. Departmental reserve plants.—Those departmental controlled industrial 
facilities consisting of Army, Navy, and Air Force reserve plants which are in 
use for purposes other than the intended purposes (with recapture rights), or 
held in idle, or partially idle, standby. 

G. National industrial equipment reserve (NIJER).—That industrial ma- 
chinery and equipment held by the General Services Administration for storage 
and maintenance for augmentation of productive capacity, or for production 
eapacity beyond the scope of the departmental industrial equipment reserve in 
time of a national emergency. The national industrial equipment reserve does 
not inelude industrial machinery and equipment retained as integral units in 
plants of the national industrial plant reserve. 

H. National industrial plant reserve (NIPR) consists of production facilities 
held, or leased, or sold with recapture rights for defense production in accordance 
with the terms and provisions of Public Law 883, 80th Congress. 

I. Idle production equipment.—That Department of Defense owned or con- 
trolled equipment, regardless of where located, which is not in current produc- 
tive use and is not contemplated for use by the owning department or the con- 
trol agency within 90 days, excluding (1) equipment installed or designated for 
currently scheduled production, but not yet in use pending completion of line, 
and (2) machine tools or other related production equipment for maintenance 
or overhaul of material in current use. 

J. Package plant equipment.—A complement of Government-owned equipment, 
which is assigned to a specific program, and which, either as an entirety or 
when combined with other equipment, will be capable of producing at a specific 
level a military end item or component. This equipment may be in plants or in 
storage under the custody of one of the military departments or in the national 
industrial reserve plants. 


K. Standby line.—A complete complement of installed tools maintained intact 


in reserve condition which, when activated, is capable of producing at a specific - 


level of production. Future activation is planned as a unit. 
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L. Active base package.—That idle production equipment located in an active 
production facility when such equipment is specifically retained to (1) provide 
production acceleration capability in the event of emergency, or (2) be used 
following a changeover to a new or modified production item. 

M. Departmental stocks of production equipment.—That equipment held in 
the departmental stocks for issue to the various activities of the services. 

N. Advance base tools.—Those items of production equipment held in reserve 
for advance bases for use in time of national emergency. 

O. Defense supporting activities—Those companies and industrial organiza- 
tions whose support of defense production can be identified although they may 
not hold direct military contracts. 


V. Organization and functions of production equipment redistribution group 


A. PERG shall be staffed by (1) a representative of the Assistant Secretary 
of Defense (Supply and Logistics) and such other personnel as may be required 
in supervisory administration of the unit, and to service the requirements of 
defense supporting activities, and (2) a representative from each of the three 
military departments, with such staff as may be required to support the func- 
tions of PERG attributable to the requirement of the department from which 
assigned. 

B. The representative of the Assistant Secretary of Defense (Supply and 
Logistics) shall be the Chief of PERG with authority to resolve conflicts con- 
cerning administration. The Chief shall be responsible for promulgating in- 
ternal operating policies and procedures. 

C. PERG shall maintain the PERI on a current basis. 

1D. PERG shall be responsible for the allocation of items listed in PERI 
in accordance with policies set forth in section VI. 

E. PERG shall be responsjble for arranging the site inspection of allocated 
items. 


VI. Reporting of idle production equipment 


All idle Department of Defense owned or controlled production equipment, 
except that exempted herein, is to be reported to PERG in a manner described 
in the following paragraphs. A necessary condition of reporting is the furnishing 
of adequate descriptive data in such form as to allow for ease of review by 
potential users. 

A. Classes of items to be reported are shown on the list attached (supple 
ment A). Only items having an acquisition cost of $500 or more are to be 
reported. 

B. Inventory data on items to be added to the PERI will be submitted to the 
PERG by the departments on DD form 761 which is prescribed for this purpose. 

C. 1. Within 180 days from the date of this directive, the military departments 
will analyze each package plant (including active base packages) and standby 
line now being retained and determine, on the basis of criteria set forth in 
enclosure 3, the need for retention of the groups of items as entities for mobiliza- 
tion use. Each similar group of equipment items becoming idle in the future 
will be similarly analyzed at least 30 days in advance of the date of inactivation 
and determination made as to need for retention as entities. For each group 
of items determined as essential for retention, a report, in the format prescribed 
in format B of enclosure 2, will be submitted to the Assistant Secretary of 
Defense (Supply and Logistics). For those packages and linés now idle, reports 
will be transmitted not later than 180 days after the date of this instruction: 
for those subsequently becoming idle, reports will be forwarded within 30 days 
after date of inactivation. 

2. The Assistant Secretary of Defense (Supply and Logistics) will indicate 
his concurrence in the continuation of the package or line by assigning a number 
for each package or line, and this number will be shown on each DD form 761 
or other paper relating to that particular package plant, standby line, or active 
base package. 

3. Those DD forms 761 in the PERI, currently bearing “package plant,” 
“standby line” or “active-base package” designations, will be permitted to carry 
such designations during the 180 days allowed for reappraisal of such designa- 
tions. 

4. DD forms 761 covering machine tools in package plants, standby lines, or 
active base package, will be plainly marked “package plant” tools, “standby 
line” tools, or “active base package.” 
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Each designated package plant (including active base packages) and standby 
line will be reviewed annually by the appropriate military department to de- 
termine whether it still meets the criteria under which originally designated. 
For each package or line meeting the criteria, certification will be submitted to 
the Assistant Secretary of Defense (Supply and Logistics) in the form pre- 
scribed in format B of enclosure 2. Packages and lines not meeting the criteria 
will be reported promptly to the Assistant Secretary of Defense (Supply and 
Logistics) in the form shown in format C of enclosure 2. DD forms 761 and 
all other records relating to the packages and lines will be corrected within 30 
days after submission of report. 

5. All DD forms 761 marked “package plant,” “standby line,” or “active base 
package” will also show the appropriate “M” (mobilization planning) number 
from the “preferential planning list,” if applicable, as well as the name of 
the company or installation where mobilization use of the item is planned. 

6. Funds will be requested through normal channels as necessary to procure 
equipment needed to maintain the production capability of specific package 
plants, standby lines, or active base packages if such capability would other- 
wise be reduced as a result of modification or other change in the military end 
item. When such equipment has been obtained, the PERG will be notified of the 
acquisition of the new equipment through the submission of new DD forms 761. 
The letter transmitting such new forms will include a reference to the original 
number assigned by the Assistant Secretary of Defense (Supply and Logistics), 
a list of the equipment (if any) to be deleted from the package or line, and a 
statement regarding the anticipated disposition thereof. 

7. Funds may be requested through normal channels for the acquisition of 
machine tools and production equipment to create new package plants, stand- 
by lines, or active base packages as dictated by mobilization requirements. The 
Assistant Secretary of Defense (Supply and Logistics) will be forwarded a 
preliminary justification of such proposed plants or lines. Format A shown in 
enclosure 2 hereof will be used for this purpose. 

D. Advance base tools will not be reported. 

E. NIPR tools sold with the national-security clause will not be reported. 

F. That equipment held in departmental! supply stocks for issue to the various 
service organizations or activities of the services will not be reported. 

G. Idle Department of Defense owned items in privately owned facilities will 
be reported as follows: 

1. Each military department will issue instructions to those private com- 
panies, institutions, or other activities that when any item of such equipment is 
idle, as defined in paragraph IV, I, it must be reported as idle to the cognizant 
service, bureau or command. 

2. Within 45 days after receipt of such report, idle equipment will be re- 
ported to PERG. 

3. In issuing reporting instructions to private contractors, the Bureau of the 
budget Approval No. 22—R095 shall be cited. 

H. Military department owned machine tools will be promptly listed. Sub- 
missions will be made continuously as tools become idle. 

I. After reporting an idle tool to PERG, no change of utilization status of that 
tool will be accomplished without prior clearance of PERG. Changes of loca- 
tion will be reported to PERG at the time of issuance of shipping instruc- 
tions. 


VII. Allocation of idle tools 


A. Equipment listed in PERG will be allocated for use: 

1. On military contracts or in military establishments when the equipment 
is requested by a military department for current production use. 

2. Of defense supporting activities when the request is sponsored by the Assist- 
ant Secretary of Defense (Supply and Logistics). In general, allocations of 
separate items of machinery or equipment to defense supporting activities shall 
be made only when the appropriate following minimum conditions obtain: 

(a) The proposed use must clearly serve the public interest or considera- 
tions of national defense, and, in addition, possess attributes of urgency suf- 
ficient to justify use of industrial reserve under emergency conditions. 

(b) The applicant must submit a written request for the items desired. 
This application should include: 

(1) A complete description of the items. 
(2) Evidence of importance and urgency. 
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(3) A statement that the same type or equivalent items cannot be 
purchased or leased from a commercial source within the time required. 

(4) In general, except where the items are required only for a tem- 
porary purpose, evidence that the applicant has placed an order for the 
purchase of the desired item from commercial sources. 

B. Machine tools and other items of production equipment which go to make 
up the complete complement of equipment of a “package plant,” “standby line,” 
or “active base package” will be retained intact and will not be allocated to other 
use except to meet a serious production situation in connection with an essential 
military program of high urgency. Such use will be permitted only when suit- 
able equipment is not available elsewhere within the inventories of the Depart- 
ment of Defense or from industry in time to meet production schedules. Fur 
thermore, in every case involving allocation of a machine tool or other item from 
un approved package plant, standby line or active base package, the early 
replacement of such equipment is to be assured and accomplished. If the 
emergency exists in connection with production for the department owning the 
equipment the transfer must be approved by the Secretary of that department 
If the transfer is requested by a department other than the owning one, the 
transfer may be made by agreement of the Secretaries involved, or, in the case 
of disagreement, by the Assistant Secretary of Defense (Supply and Logistics) 
whose approval also is required in the case of NIVR tools being held for produc 
tion in a specified plant or production line. The owning service, if it intends to 
continue to maintain the package or line, will require, prior to release, replace 
ment of the machine released by a new machine, or return of the released 
machine, by a specified date, and (2) agreement that the using department will 
bear the expense of removal from the package, transportation, preservation, and 
all other expenses incident to the transfer. 

C. All transfers of equipment located in or a part of approved package plants, 
standby lines, or active base packages, will be accomplished by use of forms 
DD 770 or DD 770-1 as appropriate. The required number of copies of each of 
these forms will be specified by the Chief, PlelvG. A set of forms DD 770 in 
the number of copies specified will be made out for each item to be transferred. 
Where a group of items are to be transferred as a part of a single transaction, 
it will be satisfactory to have the authorizing department official cover all forms 
with a single transmittal document listing the forms inclosed by number or other 
identification as an alternative to signing numerous individual forms. The 
number ef sets of DD 770-1 forms to be made out for a particular transfer 
of a tool (or tools) will be specified by the department making the transfer. 

D. When it has been decided that a machine tool of a particular type and size 
is to be made available by a specified department, that department will be given 
maximum latitude to provide the tool in whatever way it prefers provided a 
satisfactory tool is furnished promptly. 

E. Prospective users of equipment authorized to make onsite inspection, shall 
have a 30-day period, starting upon the date of notification of allocation thereof, 
for acceptance or rejection. 


VIII, Acquisition, transfer, leasing, and /or reimbursement 


A. Policy.— 

1. The PERI is to be screened for suitable equipment, which, when found to be 
available in other than package plants, standby lines, or active base packages, 
Will be utilized in lieu of new equipment procurement. 

2. There will be a complete and final transfer to the requesting military 
department of equipment withdrawn from the national industrial equipment 
reserve, 

3. Production equipment in national industrial reserve plants, which is not 
excess to the activation of that plant for its intended use, will be leased from 
und returned to the plant by General Services Administration. 

4. Transfers between the military departments will be by agreement between 
the requesting department and the owning department or by direction of the 
Assistant Secretary of Defense (Supply and Logisties). Prior to making an 
allocation for such a transfer, the PERG representative of the owning depart- 
ment will determine the conditions of the transfer and will obtain acceptance 
of such terms from the requesting department representative in the PERG. 
The department that requests the transfer will normally bear all expenses 
incident to the transfer. 

B. Procedure for leasing idle production equipment by defense-supporting 
activities —When suitable idle production equipment is found to be available in 
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the department industrial equipment or plant reserves for use of defense sup 
porting activities, it may be transferred to the national industrial equipment 
reserve in order that it may be leased by General Services Administration. 
If direct leasing is desired by the owning department, this should be expressed 
at the time of receipt of tentative allocation. Detailed actions are as follows: 

1. PERG will tentatively allocate such items and advise the owning service, 
at which time that service will call for direct leasing when desired. 

2. For items to be leased directly by a military department, separate notifi- 
-ation will be made to that department by the PERG after acceptance of equip- 
ment. For accepted items to be leased directly by a military department, leas- 
ing will be accomplished under existing regulations. 

3. For accepted items to be leased by the General Services Administration : 

(a) PERG will request the owning military department to initiate ac- 
tion to transfer the item(s) to the NIER. A signed copy of such request 
will be forwarded to the General Services Administration, which agency 
will immediately issue shipping instructions to the owning department, and 
negotiate a lease with the prospective lessee. This request constitutes 
authority to initiate transfer action. 

(6) Pursuant to shipping instructions received from General Services 
Administration, the owning military department will include the following 
statement in the shipping order transferring the item(s) to the NIER: 
“Shipment is initiated to make available for immediat> use the item(s) 
described herein. Jurisdiction over the item(s) is hereby transferred to 
the GSA for NIER; custody and accountability of the item(s) to be 
assumed by GSA upon delivery thereof to the carrier for shipment.” 

4. Leases of military department held items by the General Services Admin- 
istration pursuant to this directive shall include a clause which would require 
the return of items to the national industrial equipment reserve when one of 
the following conditions occurs: 

(a) The items are no longer needed by the lessee for the purpose leased, 
or 

(b) Replacement therefor is available to the lessee, or 

(c) Upon notification that such tools are r.quired for a military pro- 
gram. 

C. Procedure for military departments and their contractors when leasing 
agreements are to be used.—If items requested by one contractor are found to be 
available, but held by two or more military departments, necessary agreement 
will be reached between these d°partments to accomplish economical leasing of 
the items. Generally, leasing of all items for use in a single facility should 
be by one military service. This criterion will govern from time of preliminary 
negotiations and thereafter. 


IX. Report control symbol 


Report control symbol DD-S&L(AR)99R1 has been assigned to the reporting 
requirements contained herein. Report control symbol DD-S&L(AR)99 is here- 
by canceled. 

X. Compliance 


Copies of instructions issued by the departments implementing this directive 
should be furnished to the Assistant Secretary of Defense (Supply and Lo- 
gistics). 

C. E. Wiison, Secretary of Defense. 
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Standard Commodity 

Classification Code 
3411 through 341999 
3441 through 34490 


34510 through 34519 


34520 through 3452129 
845220 through 34529 


345330 through 345339 


8572 


357211 through 357219 
357221 through 3572249 
357231 through 357239 
357241 through 3572439 
357261 through 357269 
357271 through 357278 
3572841 through 3572849 


54160000 


5561 through 556159 
5563 through 5563994 
5564 through 556420162 


563908 
563914 
5651 through 56519 


5653 through 5653 


5656 through 565699 
56572 through 565729 
56573 through 565739 
565742 
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Feb, 2, 46—4215.9 
Supplement A-Incl. 1 


Description 


Machine tools. ; 
Secondary metal forming and cutting machines 


Electric are welding machines. 


\ Electric resistance welding machines. 


Gas (flame) cutting machines, excluding hand 


torches. 


Metal heat treating furnaces, box type. 
Metal heat treating furnaces, bath type. 
Metal heat treating furnaces, basket type. 
Metal heat treating furnaces, bell type. 
Metal heat treating furnaces, pit type. 
Meta! heat treating furnaces, pot type. 
Induction heating devices. 


Transformers, power, uninstalled, 501 kilovolt- 
amperes and above, 50 and 60 cycle only. 


Powered trucks, industrial. 
Tractors, industrial. 
Trailers for industrial tractors. 


Profilometers. 

Magnetic particle inspection machines. 
Hardness testing machines. 

Pressure testing machines. 


Balancing machines. 

Gear measuring and testing machines. 
Hob, worm and cutter measuring machines. 
Surface finish measuring machines. 





Feb. 2, 56—-4215.9 
Supplement B-Incl. 2 
ForMAT A 


STANDBY LINE, OR ACTIVE BASE PACKAGE FACT SHEET 


gy i a 


Mobilization No. from DOD preferential pl: anning list _____ 


z 

2. Bureau, command, corps 

3. Military item to be produced —_--__-- 
4. 

5. 


Name and location of facility where the equipment would be used upon 


mobilization _._____-_- a 


1S 


Total number of items costing $: 500 or more in the line 
Are all of the items of — tion equipment required to produce the ‘milits iry 


item Government owned? se 


8. If answer to 7 is “No,” how many y priv: itely owned items are required? 


9. Has the contractor, if involved, agreed to retain the privately owned equip- 
ment which is required to be used in conjunction with the Government 


owned items? ______ 


10. Is this package or line complete, including tooling, jigs, dies, fixtures, et 
cetera, in the numbers and amounts needed to produce the mobilization 


ale ae 


No. 


11. What was the date of the last determination of need for the continued 


retention of the package or line? had 
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12. Additional information: 


I certify that the (package plant) (standby line) or (active base package). 


described above meets all criteria contained in inclosure 3 to Department of 
Defense Directive 4215.9, February 2, 1956. 


Date ie : 
ASSISTANT SECRETARY (ARMY), (Navy), (Arm Force) 
or designee 

Feb. 2, 56—4215.9 

Supplement B-Incl. 2 
Format B 
CERTIFICATiION—PACKAGE PLANT OR STANDBY LINE 

1 certify that the (package plane) (standby line), DOD No. | 
reviewed as of : , and that it still meets all criteria contained 


in Supplement C to DOO Directive No. 4215.9, dated February 2, 1956. 
ASSISTANT Secretary (ARMY), (Navy), (AtR Force) 
or designee 


Feb. 2, 56-—4215.9 
Supplement B-Incl. 2 


ForRMAT C 
REPORT OF DISCONTINU ANCE PACKAGE PLANT OR STANDBY LINE 


(Package plant) (standby line) DOD No. wis reviewed as of ie Li, 
and determination made that it no longer meets the criteria contained in 
supplement C to Department of Defense Directive No. 4215.9, dated February 2, 
1956. Action is being taken to correct existing records to show discontinuance of 
this (package) (line). 

ASSISTANT SECRETARY (ARMY), (NAvy), (Ark Force) 
or designee. 


Feb. 2, 56—4215.9 
Supplement C-Incl. 3 


CRITERIA FOR PACKAGE PLANTS, STANDBY LiNes, OR ACTIVE BASE PACKAGES 


1. Package plants, standby lines, or active base packages are designations for 
complements of idle production equipment established and maintained for the 
purpose of producing specific military end items or components at production 
rates required by mobilization schedules. Each must be reserved for use of a 
specific contractor or Government plant. 

2. In order to justify the establishment or the continued maintenance of pack- 
age plants, standby lines, or active base packages, the following conditions must 
be met: 

(a) They provide production capacity toward meeting, but not exceeding se- 
lected time phased critical mobilization needs of the sponsoring military de- 
partments developed through the use of, and in consonance with, the Joint 
Chiefs of Staff war plans. 

(b) Determination has been made that adequate sources will not be available 
to produce the specific military items in question based on studies of time phased 
mobilization capacities of both military industrial facilities and private industry. 

Mr. Prxr. The new revised aoe requires the departmental secre- 
taries to certify as to the need for maintaining groups of tools or com- 
plements of tools as package plants, standby lines or active-base pack- 
ages. The designation of active-base packages is a new designation 
that has been created in this revised directive to indicate those tools 
that are stored in active production facilities which are held for use 
in the event of mobilization or to accelerate current production rates. 
This directive further requires that the secretary of the military de- 
partment having jurisdiction over a package plant, standby line or 


nee Ti 


sais tein 8 


Se SA NT le NSE te SS ee eee 


aearte 


2a AE ee A AB i A Dn BPR, + BO 


Nam a aba aa a 


nthe 


a ses NAR AN A IPE nN PEN SA 





MACHINE-TOOL PROGRAM 31 


active base package to recertify annually as to the continued need for 
retention of this equipment. Such package plants, standby lines and 
active-base packages, once having been certified will be held mtact 
and the equipment which is a part of the complement will be mace 
available only for current use on high priority programs when equip 
ment is not available elsewhere in the Department of Defense or trom 
industry in time to meet the required production schedules. This di- 
rective further requires that when equipment is removed from a pack- 
age plant, standby line or active-base package under these urgent con- 
ditions, it must be replaced by the return of the loaned equipment or 
hew equipment within a specified time limit. 

The new directive also provides that the military departments will 
budget for funds necessary to procure equipment needed to maintain 
the production capability of specific package plants, standby lines, 
or active-base packages if such capability would otherwise be reduced 
as a result of modification or other change in the military end item. 
This provision follows the recommendation of the Advisory Commit 
tee on Production Equipment that capacity should be kept in an up-to 
date condition in order that it may be activated quickly should an 
emergency arise. In addition, the military departments are directed 
to budget for the acquisition of equipment to create new packaye 
plants, standby lines, or active-base packages for the production of 
new or changed military items as they are developed. 

As to the other idle equipment which does not fall within the pack- 
age line program which is presently being maintained for mobilization 
purposes, present policy ion for the utilization of such equipment 
for current defense production where needed. Inspection teams rep- 
resenting the Department of Defense, the machine-tool builders, and 
machine-tool dealers and users have visited our warehouses. The 
results of such inspections have greatly assisted us in our determina- 
tions as to what equipment in this category we should keep on hand 
for mobilization purposes. 

We have had a program in operation for some time for the estab- 
lishment of a complete Department of Defense machine-tool 
inventory. The inventory has actually proceeded amazingly well con- 
sidering the magnitude of the job to be performed and the preciseness 
of which the information is to be provided. At the present time we 
have inventory records of more than 277,000 machine tools. We have 
run into a technical difficulty which is going to cause some delay in 
the completion of this inventory. We feel, however, that this diffi- 
culty was unavoidable and the delay caused will not be of great 
duration. Without getting into the precise mechanics of taking the 
inventory of machine tools, I would like to explain that we make use 
of coded data and at this point we have reached a level where we have 
coded most of the equipment owned by the Department of Defense, for 
which codes were available, and we are now awaiting the completion 
of a new directory of metalworking machinery in which the addi- 
tional codes required for the completion of the inventory will be in- 
cluded. It is anticipated that the revised directory will be available 
by the middle of this calendar year. 

You will recall that at the time of the issuance of the report of the 
Advisory Committee on Production Equipment we estimated that we 
had approximately 500,000 machine tools in the Department of De- 
fense. This figure was our best estimate at the time and was made 
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prior to the program for obtaining a complete inventory. Now that 
we have had the program underway and a substantial number of items 
have been reported and estimates from the military departments as to 
the remaining quantity to be inventoried have been furnished, it is 
probable that the ultimate number of machine tools will be approxi- 
mately 400,000. When you consider that we already have 277,000 
covered, this is a pretty good percentage of the total to be reported. 

We have derived from these data a considerable volume of informa- 
tion in regard to our current holdings. The procurement of machine 
tools during the Korean emergency plus those which have continued 
to be procured for current production programs has given our reserve 
stocks a shot in the arm and we believe that the machine tools owned 
by the Department of Defense are generally less aged and less obso- 
lete than those presently held in the civilian economy. 

With regard to leases of Department of Defense tools for nonde- 
fense use, I made a report to this committee in November of last 
year © which stated that actually 16 such leases had been made and 
these leases provided for utilization of 553 machine tools. Since that 
time a few additional leases have been entered into but most of these 
have been on the basis of allowing the contractor to acquire new ma- 
chines to replace those owned by the Government. 

The question of replacement of obsolete tools in our inventory is 
being given considerable attention. The Bureau of Ships, Depart- 
ment of the Navy, has made a study in this area which has been pre- 
sented to all segments of the Department of Defense and which is now 
under consideration not only by the Department of Defense but other 
interested agencies. It is our feeling that the recent directive of the 
Secretary of Defense roegarding the maintenance of package lines 
will provide for replaceemnt to maintain these lines on a more efficient 
basis. 

One of the recommendations of the Advisory Committee on Produc- 
tion Equipment was that the Department of Defense undertake a pro- 
gram to procure machine tools of a long lead-time nature for the mo- 
bilization reserve. The objective of this recommendation was twofold, 
One to assure that in the event of mobilization, tools which require a 
long lead time to manufacture would be available for immediate mili- 
tary production. Second, to assist the machine-tool industry in avoid- 
ing the feast and famine cycle which in the past has occurred in the 
industry. 

I wish to assure the committee that our new policy calls for the pur- 
chase of long lead-time tools for the maintenance of existing package 
plants, standby lines, and active base packages, and for the establish- 
ment of new package plants, standby lines, and active base packages 
which will be required for future mobilization. Funds for such pro- 
curement will be obtained by the military departments through their 
normal appropriation requests. 

Initially it was contemplated that the financing of the procurement 
of long lead-time tools for mobilization purposes would be through 
funds appropriated directly to the Secretary of Defense who would 
then allot the funds among the military departments in accordance 


1 See appendixes 5 and 5 (a), p. 146, correspondence between the chairman of the Senate 
Small Business Committee and Mr. Pike. 
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with the greatest need. For fiscal years 1955 and 1956, a combined 
total of $200 million was appropriated by the Congress. 

This method of asian has proved impractical and consequently 
is being dropped in favor of the new approach of permitting the mili- 
tary departments to budget for their needs in this area. Under the 
old system funds were allocated for the procurement of tools to be 
held in reserve only for mobilization use. We found that our current 
facility expansions indicated that many of such tools were needed for 
current production use. Parallel procurement would mean buying 
duplicate items, one for current use and another to be held in reserve. 
This appeared uneconomical, particularly when the items involved 
tools of considerable expense. 

We do not contemplate that this change in procedure will alter our 
procurement of this type of equipment. As a matter of fact, the De- 
partment of the Air Force is currently placing orders for the same 
type of tools which were contemplated for procurement under the 
former method and in approximately the same quantities. 

It may be of interest to this committee that the Advisory Committee 
on Production Equipment in submitting its report in 1953 anticipated 
a decline in the production rate of the machine-tool industry and was 
of the opinion th at the expenditure by the Government of up to $500 
million would be needed to maintain a healthy industry. The assump- 
tion made by that committee did not prove to be a completely accurate 
forecast. The machine-tool industry received nearly a billion dollars 
in new orders in calendar year 1955. This represented the highest 
xmount of new business for the industry for any peacetime year in its 
history. 

Again, I appreciate the opportunity of discussing these matters with 
you. Any questions the committee may have I w ill be glad to answer. 
T have with me members of my staff who are prepared | to furnish you 
with more detailed data. 

Senator SpaRKmMAwN (presiding). Thank you, Mr. Pike. 

I am sorry I was not present to hear your whole statement. 
returned as soon as I answered the rollcall. 

I will ask Mr. Stults, the staff director, to ask questions. 

Mr. Struts. Mr. Secretary, in this field we are obviously sort of 
skirting information which is of a security nature. I know you will 
not hesitate to inform us when we are getting across that line. 

But at the top of page 7, or the bottom of page 6, of your state- 
ment you point out that the old method was impractical because funds 
were allocated for procurement of tools to be held in reserve for 
mobilization use, Gul at the same time, presumably the contractor or 
the military department would buy a similar, identical tool, perhaps, 
for a reserve. 

Now, in a period of peacetime, or semipeace, such as we are in now, 
is it not proper, perhaps, that we should have facilities ready for a 
war situation which are twice as big, maybe, as our facilities presently 
being utilized ? 

Mr. Prxe. I think in answer to your question, and getting to several 
other questions that have been asked around this same point, I might 
expand a little bit to explain first that the present wording of the 
legislation on the reserve tools and facilities, which has authorized 
this $100 million in fiscal year 1955 and another $100 million in 1956, 
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specifically provides that this money may be spent for the procure- 
ment of tools which must be held for mobilization reserve purposes. 
In other words, these would have been tools that go on the shelf. 

Again getting back to one of the comments that Mr. Vance made 
earlier, as time has moved along, our strategic concepts and our war 
plans—and we do get close to classified areas there—have changed to 
the point where there is very definite agreement at high levels in the 
Department of Defense that more important under this new concept 
is our production in being at the time a war might start out, as opposed 
to fine, new machinery gathering dust on the shelves. 

I think that that was one of several reasons—I believe it was the 
most important single reason—that went into the thinking and dis- 
cussions in which Secretary of Defense Wilson participated, that 
caused us to change from the approach that had been set up and in 
behalf of which I testified last year. The approach now is one wherein 
our procurement will be directed toward newer machine tools that 
will go into plants in being, so that we can more economically and 
efficiently produce planes and other weapons, and in the event of a 
mobilization will give us the best, most modern kind of production 
plant, it being implicit in this newer type of thinking on strategic 
plans that the production capabilities and facilities in being are going 
to be the ones that will determine how well we do in the initial 
exchange. 

Mr. Struts. It comes to my mind that Mr. Vance’s example was 
perhaps the B-47 and the B-52, the changeover. Under this new 
concept, would you stop production on a B-47 and knock down all 
the tools and rebuild a line, and during that period have nothing, or 
would you have or could you duplicate tools? Do you get my point 
there? As end-items change, you obviously do have duplication lines. 

Mr. Prxe. That is right. 

Mr. Sruvrs. You were phasing out on the B-47’s while you were 
coming in on the B-52’s. You did have two different lines for end- 
items. This is considered, absolutely essential in the interest of 
national defense, I assume. It will continue, so that the duplicating 
nature of the reserve or of the inventory is not so bad as it might 
appear from your statement. 

Mr. Pre. I think that that is something that we always have to be 
on the alert for and aware of. 

For instance, in an Air Force’s procurement last year of approxi- 
mately some $60 million to $64 million for tools—the planning be- 
hind this particular purchase was quite an important element in all 
of the discussions leading up to this overall change in the Department 
of Defense with relation to the reserve tool policy—it developed that 
the Air Force was able to find for an immediate increased production 
schedule need—this had to do with a vital, modern weapon in the 
inventory for which it had decided to increase the production rate. 
This is something we had to get to right now. The Air Force in 
checking their own inventory, and other package plants, et cetera—as 
I understand, these figures may be subject to correction—but approxi- 
mately $12 million worth of machine tools were found there, and in 
the other departments, through our office, in checking our inventory of 
reserve tools, as well as the inventory of package plants, we were able 
to find a substantial dollar-volume of tools that were adaptable to 
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making this modern weapon on which it was desired to have the 
accelerated production. And then, carrying it a little further, Mr. 
Wilson’s thought, as far as this specific $100 million fund, in which no 
money has been obligated this year and on which it has been brought 
out that approximately $15 million was obligated from the 1955 
funds—this 1s something which we intend to present to the Appro 
priations Committee, : and it is our plan to ask for change in the word- 
ing of legislation as it now reads, so that this $100 million may be used 
as a reserve contingency type of fund for use at the discretion of the 
Secretary of Defense for plant-production needs as opposed to the 
restrictive going-on-the-shelf, mobilization reserve language that is 
presently in 1 the bill. 

Mr. Srvurrs. Your counsel at the Defense Department feels that 
any money spent under that so-called Vance plan, the $100 million 

Mr. Pre. Under the wording of the present legislation authoriz- 
ing that amount. 

Mr. Srvtts (continuing). You could not use that for production 
unless you got ina war? 

Mr. Pike. No. The very wording of the law indicates that this 
money is to be expended: for long lead-time machine tools that are 
to be put into reserve for use at the time of mobilization. There are 
several 4 seg types of mobilization. 

Mr. Sturrs. Your lawyers felt that we are not in mobilization now ‘ 
We are in an emergency. 

Mr. Pree. Let me ask my lawyer that question here. 

Go ahead and answer it. 

Mr. Nasu. I am James P. Nash, Office of the General Counsel, 
Department of Defense. 

We believe, Mr. Chairman, that this provision, this appropriation 
which was given to us by the Congress, was intended for the pro 
curement of tooling, which would be set aside exclus ively for mobi- 
lization use. 

Mr. Struts. So that you felt that, for example, a tool which was 
needed very seriously for current production now, you could not with- 
draw; you would have to keep it on the shelves? We are not in a 
mobilization, according to that concept ¢ 

Mr. Nasu. No, sir. I do not think I would go so far as to say that, 
but the overall program that we had for the procurement of long 
lead-time tools was designed to get those tools which we would put 
on the shelf. 

Mr. Opvom. And when would you use those tools? In time of war, 
is that your definition ¢ 

Mr. Nasu. That was the intent. 

Mr. Ovom. That is your interpretation of the act ¢ 

Mr. Nasu. That is right. 

Senator SparKMAN. Well, it might be a little broader than that in 
time of mobilization. 

Mr. Nasu. That is right. 

Mr. Opnom. And you conclude that we are not in mobilization at 
the present time ? 

Mr. Nasu. That is right. 

Mr. Srutts. Section 2 (c) (1) says, though, that we are in an 
emergency. You do all your procuring under an emergency status. 
I just wonder why you figure th at you cannot use these tools but. that 
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you can operate under a provision of law allowing you to negotiate 
all items of procurement in an emergency ? 

Mr. Pixe. I do not think that the two necessarily have any con- 
nection with what we are talking about. 

Mr. Sruvts. I think they probably do not, Mr. Secretary. 

Mr. Pixs. We are speaking of pretty strict language in the Appro- 
priations Act here again. I think I can say that as a result of dis- 
cussion, the Secretary of Defense in his own mind has come to the con- 
clusion that in the very rapidly advancing age of technology and im- 
provements and the changes that we see possible now, and the types of 
weapons and weapon systems, that by and large, machine tools to pro- 
duce more of the same kind of very large bombers, and so forth— 
maybe 5 years hence, those types of weapons systems may be obsolete, 
and there may be other weapons in the missile category and so forth, 
that we will be putting our efforts on. It is a little bit difficult to see 
with clarity. 

Mr. Srutrs. It certainly is. But when it takes you 2 years just to 
get a tool, to say nothing of getting an end item, you have to be a 
crystal-ball gazer, to a certain extent; is that not true? 

Mr. Prxe. There is some of that element in the business, all right. 

Mr. Sruurs. I wonder if you feel that you could assure the com- 
mittee that the military services under your direction, under Secre- 
tary Wilson’s direction, would be more likely to commit funds for long 
lead-time tools under this new setup than under the old setup. 

Mr. Pike. Of course, I am not in a position to speak for the Secre- 
tary of Defense. However, I can say that it is my opinion and my 
considered judgment, based upon discussions that I have had with him 
and the Secretaries of the military departments, that this change 
in his policy is a good one, and is a step in the right direction. 

Mr. Wilson is a man who is a very practical, down-to-earth sort of 
person. He does not enter into changes of policy lightly, without 
extensive thought and consideration. And I think that we can say 
that this is not a fait accompli. We still have to go before the Con- 
gress to present our story to the Appropriations Committee in order 
to get this language changed according to the new plan that I have 
described here. 

Mr. Opvom. Mr. Pike, let me ask you this question. I think it was 
contemplated, when this appropriation, this $100 million was granted 
to the military department, that it would be used for an adequate 
tooling supply for mobilization, a reserve supply; is that correct ? 

Mr. Prxe. That is correct. 

Mr. Opom (continuing). And it would be shelf items. Now, that 
presupposes that these shelf items are necessary for a mobilization base, 
an adequate supply of tools for an adequate mobilization base; does it 
not ¢ 

Mr. Pike. Yes. That was the supposition back a couple of years 
ago. 

Mr. Opom. Now, is it your judgment, or your opinion, that this $16 
million expenditure out of the $100 million represents the necessary 
number of machine tools that are needed to maintain an adequate 
mobilization base ? 

Mr. Prxe. No, I do not think I can say that, because the $15 million 
or the $16 million to which you refer involved only the Army’s and 
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the Navy’s portion of fiscal year 1955 $100 million appropriation. 
As I have indicated here, the Air Force utilized current procurement 
funds, instead of the $84 million which was turned back, or will be 
turned back, to the Treasury. They procured some $60 million to 
$65 million worth of machine tools. 

Mr. Opvom. For shelf? Now, 1 am not talking about current pro 
duction a 

Mr. Prxe. No, not for shelf. That was for production. 

Mr. Ovom. I am limiting this now to the tools that are necessary 
to be put on the shelf for reserve. Does that $16 million fairly repre 
sent the amount of expenditures which were necessary to maintain an 
adequate shelf reserve for machine tools during the fiscal period 

Mr. Prxe. I do not think that I am in a position to speak for the 
whole Department of Defense including the Air Force, too, that this 
particular expenditure covering two departments was or was not-—— 

Mr. Ovom. But it did cover two departments and their whole re 
quirements ¢ 

Mr. Pike. That is right. 

Mr. Ovom. Now, under this new policy, would there be any in 
creased expenditure for shelf items over and above the expenditures 
that were made during this fiscal period ; do you think ¢ 

Mr. Pike. That will have to be developed, I think, in the course 
of the development of the service budgets and their review by the 
Office of the Secretary of Defense. 

Mr. Ovom. The current philosophy, as I understand it, is that our 
mobilization base should primarily be concerned with a production 
in being, as compared with something that we might use in the case 
of a long, one n-out national emergency. 

Mr. Pree. I do not think that you can say that we only have one 
type of mobilization plan. Obviously, nobody knows what kind of 
war we are going to get into. But certainly one of the possibilities is 
the very fast, early phase decision type of war. There certainly is a 
possibility that we might become engaged in other so-called peripheral 
types of warfare. So I do not think that there is any one single type 
of mobilization plan that anyone can land on and say, “This is it, 
and I will do no thinking or make no planning for any other kind of 
emergency. 

I think that the whole thing has to be studied on a broad basis, and 
certainly elements of balance kept in mind. I do not think it is possible 
to give a specific yes or no answer to the question that you have put 
to me for that reason. 

Mr. Sruurs. On April 27, you did testify before the Senate Appro- 
priations Committee that these things were really needed very 
strongly. And $250 million was what you had thought in terms of 
originally and it was a hard job to get it to $100 million. 

Now, we find that by the end of December, only 7 or 8 months later, 
you have changed your policy and have not obligated any of the $100 
million and, furthermore, you have changed your policy and now say 
that no more of this sort of thing is necessary. 

Mr. Pike. Of course, we learned : a great deal. I would like just to 
point out, in the first place, that again a good 214 to 3 years of time 
has gone by here, al when I first came in as Deputy to the then 
Assistant Secretary of Defense Charles Thomas, in the fall of 1953, 
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our office was attempting to make a start with the services to work 
out some kind of division of mobilization reserve for machine tools, for 
the dividing up of that fund. We continued that job and we worked 
with them and the first list we got back totaled $400 million. We went 
into each one of the programs, and the programs were changed and 
shifted during the course of this study. 

I will say that 1, myself, grew to have some doubt about the extreme 
difficulty in spending $100 million of the taxpayers’ money in any 
one year for specific mobilization reserve type of package units for 
future production of some advanced type of aircraft or weapons 
system, and have any real certainty that this was really going to be 
the kind of tool for sure that we would need for this. particular 
project that many years hence. 

A great deal of statf work was done between our office and the Army, 
Navy. and Air Force. 

This was all a part of an experience, | would say, that had a bearing 
on and was one of the factors in the judgment that was finally exer- 
cised in the changeover in the decision late last summer. 

Mr. Sruvts. That same sort of problem is also involved in an end 
item as well. . 

Mr. Pixr. That is right. 

Mr. Sruurs. I mean, an atomic sub or an atomic aircraft carrier is 
obviously 5 or 6 years off and by that time you may have a revolution 
in means of warfare and have wasted that money also, so that it is 
not only true of production equipment, I think. 

Mr. Pike. That is certainly correct; yes. 

But I do think that we are doing a very important thing here, 
among other things, in trying to build up our capability in being with 
the most efficient, the most modern, and the best kind of machine 
tools we can. I really believe that from the standpoint of having a 
real mobilization base to spring from in the event of an all-out emer 
gency that might be of a short duration, that this would be the best 
kind of machine-tool mobilization base that we could have, tied down 
and operating in plants on specific programs. 

Mr. Sruirs. You feel it is sufficient also for the other purpose of 
keeping the machine-tool industry modern, healthy, and prosperous / 

Mr. Pike. I think on that score, as I indicated just a week or so 
ago—I noticed in the Wall Street Journal, in the Wednesday, Jan 
uary 25, issue, an article on the machine-tool industry headlined 
“Machine Toolmakers New Orders Continue at Top Peacetime Level.” 

It reports that new orders for 1955 come close to $1 billion, and it 
reported that in December some $43 million in orders were placed by 
the Air Force. That was part of the $60 to $63 million procurement 
that I mentioned. 

It would seem to me that in the healthy condition of the economy in 
the country that the machine-tool industry seems to be holding 
its own. 

Mr. Struts. Now, 52 weeks ago, the picture was not as good as far 
as the machine-tool industry. How about now and 52 weeks hence ? 
Would you look with favor upon, instead of just current-production 
tools, building up reserves again in order to serve the dual purpose of 
keeping the industry healthy and keeping good, current, modern tools 
in your own reserve ? 





" 
th 
ne 


1} 
‘St 


Vii 


‘nit 


in 


ng 


far 
se ¢ 
ion 


of 


ols 


i a he 


porsahandes 


a ih re 


al Cait 


MACHINE-TOOL PROGRAM 39 


Mr. Pike. I certainly think that none of us can stop our thinking 
about any of these proble ms. We are living in a very dynamic, devel 
oping situation, and just as we have made a change that appears to 
this committee naturally to be rather radical—1 think that you are 
very properly looking into the matter—I think that 52 weeks from 
now we have a lot of factors affecting the whole sec urity of the country 
that cert: ainly would be involved in a cons ileration of the machine 
tool industry in particular. 

Mr. Sruurs. One further question. Since these tools are to be 
purchased for current production, they go into the plant of a current 


producer. Do you feel that this has any impact of broadening your 
base as far as producers on military end items? If you give one man 
a line, is any competitor li kely to be able to go in and compete Ww th 


him ¢ 

Mr. Pixr. That isa very difhieult question to answer in a categorical 
Way. Certain ly keeping a broad mobilization base hot and active 
ehh ‘extremely difficult thing when you are not in a shooting war ™ l 
not using up abun tion or aircraft and so forth. 

In the particular program that the Air Force Assistant Secretary 
would probably tell you about, again an acceleration of a program 
Is involved. lt involves getting a producer that has not been in : the 
picture before, tooled up to get more units of this particular item 
producer to meet an indicated urgent military demand. And there, 
again, you have got matters of pretty compelling military urgency 
as opposed to overall basie factors that you would like to be giving full 
weight to at all times as far as your broad mobilization base is con 
cerned. These are not simple problems. 

Mr. Sruurs. | recognize that. 

Your statement on page » Says that you have some 277,000 tools 
inventoried. You wrote to this committee in November of last vear 
that only about 60,000 of them, however, were on any sort of « omplete 
listing; ‘that is, the condition of the tool and what type of use had 
been made of it, the age, and that sort of thing. 

We are talking about two different things, I assume, are we not / 

Mr. Prxe. I wonder if IT could have Mr. Williams, who is in our 
Machine Tool Office, respond to these questions, because he has charge 
of this program. 

Mr. Struts. Yes. 

Mr. Wirziams. The 62,000 are the tools that were reported in the 
idle inventory. This inventory is separate from the 277,000 inven 
tory which Mr. Pike has just referred to. 

Mr. Pike. The 277.000 is the total of all the services. That is tools 
that are in current production. The 66,000 that Mr. Williams re 
ferred to are the idle tools. 

Mr. Sruutrs. I see. And now are all 277,000 of these tools covered 
with information as to make, model, electrical characteristics, age. 
condition, and location ? 

Mr. Wituiams. Thatisright. That isa requirement of our instruc 
tion that they be so identified. 

Mr. Sruurs. So they are all done. And you add the 62,000 to the 
277. 100, or not ? 

Mr. Witiiams. No, sir. 

Mr. Sruxrs. It is 200,000 plus the idle 62,000, roughly ? 
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Mr. Wiiu1ams. The 62,000 which are in the idle inventory are also 
reported in the 277,000 inventory. 
Mr. Sruuts. Now, you say here: 


We believe that the machine tools owned by the Department of Defense are 
generally less aged and less obsolete. 


These are somewhat double negatives. Are they more modern and 
more efficient? Our studies in 1950 and the experiences in World 
War IT were that our plant was not in quite as good shape as we 
thought it was. Our tools were awful, for example, in comparison 
with Germany’s; I think that was the finding of the Vance committee, 
among others—does this mean that they are good or does it mean 
that they are less bad? 

Mr. Pree. I think that is a very difficult question to answer in 
detail. I would certainly say this, that during the Korean war and 
up to the present time, there has been from year to year new procure- 
ment of machine tools. Certainly those that have been procured over 
a period of the last 6 years are of modern, up-to-date types, and those 
that are being ordered today are certainly of the latest type. 

Mr. Srutts. The bulk, however, are still World War II vintage, 
which are 15 years old now, or up to 15 years old? 

Mr. Pree. We would certainly have some old ones, just as in- 
dustry does. 

Mr. Witu1ams. That is correct. 

Senator Sparkman. Anything further? 

Mr. Opom. No. 

Senator Sparkman. Thank you very much, Mr. Pike. We appre- 
ciate your presentation. 

Mr. Prxe. Thank you. 

(Following is subsequent correspondence between Senator Spark- 
man and Mr. Pike, bearing on this hearing :) 


ExHrsit 3 


Unrrep STATES SENATE, 
SELECT COMMITTEE ON SMALL BUSINESS, 
February 20, 1956. 
Hon. THOMAS P. PIKE, 
Assistant Secretary of Defense (Supply and Logistics), 
Department of Defense, Washington 25, D. C. 


Dear Mr. Secretary: I wish to thank you for appearing before the Subcom- 
mittee on Relations of' Business with Government on February 7 to discuss 
important matters of government policy relating to the machine-tool industry. 
In reading your testimony, I note certain questions which should be answered 
to complete the record. I would appreciate your comments, therefore, on the 
following questions: 

(1) In directing that each military department budget for its own tools, 
would you please describe what safeguards you are employing, or believe are 
advisable, to make certain that the high purposes of the joint ODM-DOD direc- 
tive are achieved by each military department despite conflicting budgetary 
demands. What type of reports are you ordering? Are you requesting the mili- 
tary departments to break out their machine tool program into a single budget 
so that the Secretary of Defense and the Congress can determine its progress? 

(2) Would you supply for the record total amounts of machine tools procured 
by each department (mobilization reserves, current use, etc.) for fiscal years 
1954 and 1955 and the estimate for fiscal years 1956 and 1957. 

(83) Would you explain more fully OSD policy permitting the use of equip- 
ment in packages on a loan basis “when such equipment is not available from 
industry or from inventory to meet urgent production schedules”? What stand- 
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ards have you devised to make certain that the borrowed equipment will be re- 
turned to its original package? Specifically, must the military departments 
show a budgetary ability to replace the borrowed equipment? 

(4) I note from your testimony that you keep an open mind as to the necessity 
of government procurement to maintain a vigorous domestic machine tool indus- 
try. Can we infer from this that it is DOD policy to procure machine tools 
should the machine-tool industry fall below a minimum level of health at some 
future time? 

(5) What are the plans of the Department of Defense to insure that the 
military departments will budget for their own tools, both mobilization reserves 
and replacements, at a realistic rate? Specifically, what is DOD thinking rela- 
tive to depreciation funds as a means to assure the availability of money to 
maintain a healthy production equipment base? 

I appreciate your concern with the serious problem of maintaining a modern 
government machine-tool inventory. If you wish to add to your testimony in 
any other regard, I would be glad to receive your views for the record. In 
order that the hearing record can be printed without delay, I would appreciate 
your reply within the week or at the earliest possible time. 

Sincerely, 
JOHN SPARKMAN, Chairman. 


EXHIBIT 3 (a) 


ASSISTANT SECRETARY OF DEFENSE, 
SUPPLY AND LOGISTICS, 
Washington 25, D. C., March 15, 1956. 
Hon. JOHN SPARKMAN, 
Chairman, Select Committee on Small Business, 
United States Senate. 

Dear SENATOR SPARKMAN: This is in response to your letter of February 20, 
1956, requesting certain information to supplement my testimony of February 
7, 1956. 

Our answers are numbered to correspond to ‘your numbered questions. 

(1) We believe safeguards already in effect, augmented by new reports now 
in process of development, will satisfactorily carry out the aims of our program. 
Examples of safeguards already in effect are: (a@) Mandatory review of major 
facilities expansion projects, which includes machine tools; (b) review of de- 
partmental budgetary requests; (c) maintenance and review of central inventory 
records; and (d) field inspection trips, of which we will complete about 100 
during the current fiscal year. The additional reporting requirements are de- 
signed to furnish us with the specific information as to both dollar value and 
quantities of machine tools the military departments request in their budgets 
for current and mobilization use. We do not contemplate that a breakout of the 
departmental machine-tool programs into a single budget will answer the 
Purpose. 

I would like to add that, should we find our program jeopardized at any 
point by lack of proper safeguards, we certainly will take appropriate corrective 
action. 

(2) The specific information requested is not available. We could develop 
Some overall dollar figures for each department; however, this would take us 
some time to obtain and would also cause a considerable workload on the mili- 
tary departments. It is to meet this problem that we are now instituting the 
reporting system outlined in paragraph (1) above. 

Machine tools have generally been part of projects which also included facili- 
ties and other production equipment. An additional complication lies in the fact 
that contractors are also involved in the purchase of machine tools for the ac- 
count of the Government, and the cost of the tools becomes very difficult to 
sort out and allocate to a particular fiscal year. These two major reasons, in 
addition to other administrative problems, make it very difficult and e~pensive 
to comply with your specific request. 

Confirming agreements reached between our staff members, we will proceed 
to furnish you with our best estimates for each department for the years indi- 
cated. This information will be available in about 4 weeks. 

(3) We believe adequate standards and safeguards have been provided in our 
February 2, 1956, directive. Loans of machine tools will be made only for high 
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priority, current production programs when the nonavailability of long-lead-time 
tools would delay production schedules. The responsibility of the borrowing 
department to return any tool is absolute and unqualified. As provided in the di 
rective, the borrowing department must return either the same tool or a new 
tool to the lending department. The terms of the loan must be mutually satis- 
factory to both departments. Budgetary ability is not considered involved ex- 
cept to the extent the borrowing department can commit itself. We do not 
ulticipate difficulties in this regard; however, as in (1) above, we will take ap- 
propriate corrective action should such preve necessary. 

(4) The Department of Defense has consistently supported the recommenda- 
tion of the Vance Committee which required the maintenance of a healthy 
machine-tool industry, As you have indicated, we maintain an open mind as to 
the necessity of Government procurement to maintain a vigorous domestic ma 
chine-tool industry. Actually we feel that our attitude is more than a matter of 
being open minded. Our analysis of industry reports at the present time indi- 
cate that industry is in a very healthy condition with an approximate &-month 
hacklog of orders. It appears from industry's own analysis that this condition is 
likely to continue for the foreseeable future. We do not feel that we could make 
specific comments as to actions which might be taken should the industry ever 
reach a state of requiring assistance since, as [I am sure you can agree, any ac- 
tions we would take would be dependent upon exact circumstance and only after 
cooperation with all other Federal agencies involved. We do feel, however, that 
our present programs will insure a more stable and continuing defense-buying 
program phased over a number of years. This should assist greatly in maintain 
ing the industry in a healthy condition when combined with the normal civilian 
economy demands. 

(5) The last question in your letter pertains to our plans to insure that the 
military departments budget for their machine-tool programs at a realistic rate 
The answers furnished in reply to your first question partially cover this sub- 
ject. There is one other aspect which has not heen mentioned. We are in the 
process of drafting a Department of Defense directive which would require the 
military departinents to iustitute and maintain programs for the replacement of 
their machine tools, in active use only, at a rate not less than 2 percent or greater 
than 5 percent of the total listed inventory value per year. 

The Department of Defense intends to review all of the programs established 
by military agencies and to develop a uniform, Department of Defense-wide re- 
placement program for machine tools. In the initial phases, this program will 
probably be limited solely to machine tools in active use with the eventual goal 
of attempting to develop a replacement program for standby lines, package 
plants, and active base packages at a later date. 

I trust the above answers are adequate. Should anything further be desired, 
please feel free to call on me. 

Sincerely yours, 
T. P.PIKE. 

Senator Sparkman. Mr. Bergstrom. Will you give your name and 
address to the reporter, and the capacity in which you appear here? 


STATEMENT OF SWAN E. BERGSTROM, REPRESENTING THE NA- 
TIONAL MACHINE TOOL BUILDERS’ ASSOCIATION ; ACCOMPANIED 
BY TELL BERNA, EXECUTIVE VICE PRESIDENT; AND GRAHAM E. 
MARX, VICE PRESIDENT AND GENERAL MANAGER, THE G. A. 
GRAY CO., CINCINNATI, OHIO 


Mr. Berestorm. My name is Swan F. Bergstrom, and I am a vice 
president and director of the Cincinnati Milling Machine Co., of 
Cincinnati, Ohio. My company manufactures a broad line of ma- 
chine tools and related items. We specialize in milling machines, 
grinding machines, broaching machines, and a wide range of special- 
ized machine tools. 

I am also a past president of the National Machine Tool Builders’ 
Association, and I am presently serving as chairman of the associa- 
tion’s committee on permanent defense capacity. 
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During 1951 and 1952, L served here in Washington as the director 
of the Metalworking Equipment Division of the National Production 
ers and in this capacity I testified before this committee dur 

its 1952 hearings on machine-tool shortages. 

"Poday I am appearing principally on behalf of the National Ma- 
chine Tool Builders’ Association. As the committee knows, this is an 
industry association representing all but a small number of the coun- 
try’s machine-tool builders. The president of the association is Mr. 
Louis Polk *°* of the Sheffield Corp. in Dayton, Ohio, and he has asked 
me to tell the committee how disappointed he is that it is impossible for 
him to be in Washington to appear before the committee today. 

Mr. Tell Berna, executive vice president of the association, is here 
today with me. Mr. Berna has an unparalleled experience in the 
machine-tool industry. He will be glad to join with me in answering 
any questions the committee may have. 

Also present from the industry is Mr. Graham E. Marx, vice presi 
dent and general manager of the G. A. Gray Co., Cincinnati, Ohio, 
and a past director of the Metalworking Equipment Division of 
BDSA. 

I should like to begin by saying that the machine-tool industry 
greatly appreciates this opportunity to appear before the Committee 
on Small Business. As you know, the machine-tool industry is a rela- 
tively small industry made up primarily of small- business concerns, 
and it has come to regard this committee as a very important forum 
in the Government for an exchange of views on industry-Government 
relations. The machine-tool industry’ s situation in relation to Gov- 
ernment is complicated by the great number of Government agencies 
that have an interest in machine tools. It was this situation which 
prompted the industry to file, last July, with the National Security 
Council the paper on the Need for a National Policy for the Machine- 
Tool Industry in Peace and War with which this committee is fa- 
miliar, and which we are incorporating by reference in this testimony. 
The industry is convinced that this committee performs a most useful 
function by investigating machine-tool problems and bringing them to 
the attention of the appropriate agencies of the executive branch. 

As I understand the purpose of the present hearings, it is to inquire 
into the status of the various mobilization planning programs insofar 
as they relate to machine tools. The committee’s announcement refers 
to the Korean machine-tool bottlenecks and states that : 


We want to be sure we are now better prepared to meet any emergency. 


We in the industry want to be sure, too, and ever since the Korean 
truce we have been working with the Government toward that end. I 
should say right here that, as a result of more cooperative efforts, I 
think we are better prepared than before. There has been a lot ‘of 
good work done in the Defense Department, the ODM, the BDSA, 
and other Government agencies. There is, nevertheless, much still to 
bedone. I would like to review as briefly as possible some of the exist- 


Wa See appendix 12, p. 189, for joint statement of Mr. Polk and Mr. Henry R. Hanson, 
president, American Machine Tool Distributors’ Association (March 13, 1956) on price 
escalation in machine-tool procurement. 

11 See appendix 7, p. 153, reprint of The Need for a National Policy for the Machine-Tool 
Industry in Peace and War. 
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ing programs and tell you fully and frankly about the areas of im- 
provement and those where we still have great concern. 

As you know, I shall be followed in this hearing by Mr. James C. 
Kelley, the general manager of the American Machine Tool Distrib- 
utors’ Association. Because of his past experience in the Navy and 
the Department of Commerce, Mr. Kelley is exceptionally well quali- 
fied to discuss the management of the mobilization base. He and I 
have compared notes so that between us we think we shall be able to 
provide you with reasonably full coverage of mobilization planning 
from the industry’s point of view. 


1. THE MACHINE-TOOL INDUSTRY 


I think a few facts and figures about the machine-tool industry will 
serve to put the mobilization programs in perspective, and so I shall 
start out with the proposition that there is nothing more basic about 
the country’s economy than machine tools. Everything that is made 
of metal is made either on machine tools themselves or on machinery 
that is made on machine tools. All metal weapons, from guns and 
ammunition to ships and planes, have to be made on machine tools. 

In times of peace machine tools vitally affect the economy and the 
country’s standard of living. Their precision, accuracy, and produc- 
tivity determine the cost at which goods can be manufactured, and 
the cost in turn determines how many people can purchase and how 
high our standard of living will be. 

The machine-tool field is very complex because more than 400 types 
of machines are built in this country and in use. There are usually 
many sizes and capacities of these 400 types, and on all of them there 
is a large range of attachments and tooling with which to adapt the 
machine to the particular job to be done. 

Notwithstanding its basic importance and the complexity of its prod- 
uct, the machine-tool industry, as I have mentioned, is relatively small. 
There are about 325 companies in all, and during 1955, these com- 
panies employed only about 60,000 wage earners, less than the number 
employed at the single Ford plant, Dearborn, Mich. Only a few of 
these companies employed more than 500 people, and the typical 
machine-tool builder must be classified as a small-business concern 
under any standard. 

Before World War II the importance of machine tools in the nation- 
al defense was not fully understood. Thus, machine-tool production 
was allowed to shrink to only 34,000 units a year in 1938, the year of 
Munich. 

Meanwhile, the German machine-tool industry was producing 
roughly five times as many machines. In consequence, Germany went 
through the war without a machine-tool shortage while in this country 
machine tools were a very serious bottleneck. 

During World War II, the seriousness of the machine-tool situation 
was first appreciated by Mr. William S. Knudsen who left his position 
as head of General Motors Corp. to come to Washington in 1940. He 
made machine tools the first order of business and made this signifi- 
cant statement: 


Machine tools are the most essential item in the defense program. 
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Asa result of the efforts of Mr. Knudsen and others in both Govern- 
nent and industry in World War II, the machine-tool industry did 
an incredible production job. From the 34,000 units produced in 
1938, production rose to 307,000 units in 1942—a ninefold increase. 
Without this production effort, World War II might not have been 
a victory. 

But as the committee well knows from its previous investigation, 
the result of this all-out production effort put the industry in a critical 
position in the postwar period. 

When the war was finally won, the industry had manufactured more 
than a million machine tools. This was more than it had built in the 
previous 40 years. And this vast conglomeration of machines com- 
pletely saturated the postwar machine-tool market. In consequence 
of “war surplus” sales and for other reasons, the market broke com- 
pletely, and 36 machine-tool companies (out of a total of 350) went 
completely out of business. The entire capacity of these companies 
was lost to the national defense, and the remainder of the industry 
was seriously weakened. 

Partly in consequence of the weakness of the machine-tool industry 
which resulted from saturated market conditions in the postwar 
period, machine-tool capacity was completely inadequate when Korea 
broke. The consequence was a very serious machine-tool shortage 
which this committee investigated very fully in 1952. The commit- 
tee’s very complete report entitled “Machine Tool Short: age” ™ con- 
tains the details and provides a landmark in the history of the indus- 
try. The report also contains a series of recommendations, and I shall 
now turn to a discussion of the progress that has been made in the 
areas covered by your report. 


Il. THE VANCE PLAN ™ 


The committee’s 1952 report closes with a reference to the appoint- 
ment of the Advisory Committee on Production Equipment. The 
report expressed the hope that this group would— 
make its first order of business the consideration of this committee's recommen- 
dations looking toward the stabilization of the machine-tool industry. 

This was the first order of business, and the new Advisory Committee 
evolved what has since become known as the Vance plan after Mr. 
Harold Vance, the Committee’s Chairman. 

As you know, the Vance plan was based on the concept that “produc- 
tion capacity should be substituted for the stockpiling of military end 
items.” This is a direct quotation from the committee report. In 
other words, the plan assumed that capacity to produce jet aircraft 
would have been more valuable in 1951 than the stockpiles of World 
War II aircraft that actually existed. 

Similarly, it was thought that capacity to produce the interconti- 
nental bombers and guided missiles of tomorrow would be more im- 
portant than stockpiles of Korean jet aircraft. 

As I read recent Defense Department announcements, there is a 
growing tendency to depart from this principle. It has been suggested 
that in a fast- -moving nuclear war, our main reliance must ‘be on 


72S. Rept. No. 1988, 82d Cong., 2d sess. 
18 See appendix 1, p. 115. 
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guided missiles and bombers in being rather than on productive 
capacity. I think we shall all have to defer to the judgment of our 
military planners and conclude that much weight must be given this 
new approach. But we cannot be unmindful that reports from the 
recent “summit conference” in Geneva suggest that nuclear wars are 
now less likely than wars with conventional weapons. As the commit- 
tee will understand, all this lies in the area of the highest level military 
planning, and the machine-tool industry cannot presume to offer 
advice in this area. 

It would appear, however, that a stockpile of guided missiles with 
which to fight a nuclear war is not inconsistent with a reserve of pro- 
duction capacity with which to fight a war—or what has been de- 
scribed as a Korean-type police action—with conventional weapons. 
As to this second type of engagement, it would seem that the basic 
concept of the Vance plan is still sound. 

Now, what has happened to the Vance plan and what are its present 
prospects ‘ 

As you know, the Vance plan originally contemplated between $200 
million and $500 million of annual expenditures for increased pro- 
duction capacity. Had this proposal been carried out, the Govern- 
ment would have bought between $200 million and $500 million of 
machine tools during each of fiscal 1954, 1955, and 1956, or a total 
of between $600 million and $1.5 billion. In addition, the Vance 
committee recommeided the expenditure of $300 million a year for 
the maintenance of existing or prospective productive capacity or a 
total of $900 million for the 3 years. Total Vance plan spending was 
thus planned to amount to between $1.5 billion and $2.4 billion in the 
3-year period ending with fiscal 1956 as compared with a total military 
budget for the 3 years of over $100 billion. 

As we all know, nothing like these sums has been spent. A total of 
$200 million was appropriated for fiscal 1955 and 1956. According 
to the latest Defense Department announcements, all but about. $15 
million of the 1955 appropriation will be allowed to lapse, and the 
indications are that the 1956 $100 million appropriation likewise will 
never be spent. 

Now, there may have been very good reasons for this failure to im- 
plement the Vance plan with which we are now entirely familiar. 
We are not here to be critical of either this or the preceding admin- 
istration. We simply want to review the facts. We are convinced, 
however, that the subject of reserve machine-tool capacity is so vital 
in the interest of national security that any large discrepancy between 
such an important, generally accepted plan and its performance should 
be thoroughly surveyed and understood by all agenices of the Govern- 
ment. 

As the machine-tool industry understands the situation there has in 
fact been a reappraisal of the Vance plan within the Department of 
Defense and the Office of Defense Mobilization. This investigation 
led to a joint ODM-DOD announcement on January 5, 1956.14 The 
announcement indicates that for the present the emphasis will be on 
the purchase of machines that can be used on current production 
(though not entirely up to their capacity). The purchase of machines 
for stockpile purposes 1s to be deemphasized and perhaps discontinued. 


144 See appendix 2, p. 132. 
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The announcement also indicates that the military departments will 
budget on a regular annual basis with reserve capacity constantly in 
mind. 

As the committee will understand, it is very difficult to comment 
on the January 5 announcement, or the directive that first became 
available today,’* without having participated in the deliberations 
which preceded it. Moreover, the announcement must also be based 
upon war plans and military requirements with which private per- 
sons cannot be familiar. The industry has nevertheless given con- 
siderable thought to the announcement, and it has the following 
observations : 

First. The industry agrees wholeheartedly that a machine tool in 
use is better than a machine tool in mothballs. It therefore supports 
the basic concept of the announcement with regard to the current 
installation and use of machine tools limited to defense purposes, pur 
chased essentially for reserve purposes. 

Second. The industry hopes that the announcement does not mean 
a complete abandonment of the practice of purchasing long lead-time 
and other critical machines for an emergency stockpile. There is an 
enormous gap between the number of machine tools we need for peace- 
time production and what we will need in an emergency. 

Third. We must not forget when we consider the number of ma 
chine tools we need in an emergency what we must have to replace 
machine tools lost in the possible bombing of industrial areas. 

Fourth. The regular annual budgeting contemplated by the an- 
nouncement has the utmost s significance, and I should like to suggest 
to this committee that it could peform a most useful function by 
following this process very closely. The experience with the Vance 
plan and the appropr iations thereunder suggest that no reserve capac- 
ity program is any better than the departmental budgeting and pro- 
curement procedures behind it. The industry is under the impression 
that lack of coordination between department budgeting on the one 
hand, and industrial planning and procurement on the other, led to 
the failure of the Vance plan. 

Finally and in connection with the Vance plan, I should like to 
say a word about the present capacity and prospects of the machine- 
tool industry. It will be recalled that one purpose of the Vance plan 
was to maintain the health of the machine-tool industry, and that the 
Vance committee estimated an annual production of a minimum of 
$800 million as necessary to keep the industry at the necessary 
strength. 

Preliminary reports indicate that during 1955, the industry fell to 
a production level of $670 million—$130 million below the minimum 
set by the Vance committee. And 1955, you must remember, was a 
year in which the overall economy reached a new peacetime high. 

As the committee may know, ‘the industry held a large machine- 
tool show in Chicago during eee , and, partly in consequence 
of this show, new orders during the last part of 1955 improved con- 
siderably. In consequence, the prospect is for a somewhat better year 
in 1956, but I hasten to add that there are segments of the industry 
for which this probably will not be so. This is because the large new 





% Department of Defense Directive No. 42159. See Exhibit 2, p. 23 
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orders which create the sharp upturn on the financial graphs came 
largely from the automotive industry and to a lesser extent from the 
aircraft industry. In very large part, they called for a highly spe- 
cialized production machinery, and the manufacturers of the more 
common type of general-purpose tools have not had this influx of 
new orders. 

Moreover, the automotive industry has completed a large part of 
its tooling for most prospective models, and it, therefore, seems very 
likely that the manufacturers of special automotive machinery cannot 
hope for a continuation of the flow of orders received in 1955. 

Optimistic reports in the press and trade journals, on sales and 
new orders ‘in the industry, must be considered in the light of two 
important factors. First, they must be related to the expanded 
‘apacity of the industry and its need for a larger volume of business 
in terms of its increased investment in plants and machinery and 
equipment. 

Second, comparisons with sales volume in prior years are mislead- 
ing not only because not properly related to capacity, but also be- 
cause of the substantial difference in the value of the sales dollar 
and in the size and complexity of the machine tools themselves. 

I mention the present state of the industry because the strength 
of the industry was, after all, one of the principal matters discussed 
by this committee in its 1952 report on machine-tool shortages. 

In addition, it was one of the principal concerns of the Vance com- 
mittee. But in recent Government announcements no mention is 
made of this phase, and this suggests that because of the publicity 
attending the machine-tool show, the recent congressional hearings 
on automation, and the upturn in the statistics on new orders, there 
may be a general impression in the Government that the industry has 
no problems. Admittedly, matters are better than they were after 
World War IT, and I want to emphasize that the industry is not here 
today to foster any program of “make work” or subsidy. It is, we 
believe, however, unrealistic optimism and dangerous in terms of the 
national security to think that the machine-tool industry will magi- 
cally emerge upon a plateau of sustained prosperity. The plain fact 
is that many companies are not operating near capacity. 


Til. THE ELEPHANT MACHINE PROGRAM 


Unless the committee has some questions, I should now like to leave 
the Vance plan and discuss the so-called elephant program. 

Senator SparKMAN. Very well. 

Mr. Berestrom. This program was initiated by ODM as an off- 
shoot of the original Vance plan. In recent. months, however, there 
has been some indication that this program has bogged down. 

First let me describe what we mean by an “elephant machine.” We 


have in mind very large, general-purpose machines. They include. 


very large lathes, boring mills, planers, gear hobbers, and similar 
machines. Some elephant tools weigh more than 400 tons. Some 
require as many as 10 railroad cars for shipment. 

Today, the trend in metalworking has been in the direction of 
larger and larger machine tools and work pieces. In the atomic 
energy program as an example, there has been an increasing demand 
for larger and larger equipment. In aircraft design, the heavy press 
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program has furnished a dramatic example of the need for large equip- 
ment, and right behind the heavy presses we find the large, heavy, 
hard-to-build elephant machines. 

By virtue of their very size, many components of elephant ma- 
chines have to be built on elephant machines, and any shortages are 
therefore likely to be compounded. For example, there are only two 
sources for the table drive gears for the large vertical boring and 
turning machines. These large machine tools are key machines in 
the atomic energy program and also in the manufacture of large-size 
aircraft components, tanks, and gun mounts. Thus, some of our most 
critical mobilization programs now depend entirely upon these two 
limited sources. 

As I have mentioned, the ODM has understood the potential dan- 
gers of an elephant-tool shortage, and it has been considering an ele- 
phant- -tool reserve program. We are under the i impression, from dis- 
cussions in Washington, however, that this program has been or may 
be sidetracked. From what we know of the situation, this unfortunate 
development is in part the consequence of a misinterpretation of the 
results of the survey which was undertaken to determine the need for 
an elephant-tool reserve. 

As we understand the survey, it was based on the assumption that 
an elephant machine might be expected to work 5,000 hours a year in 
an emergency. The survey revealed that in 1952, at the height of 
Korean production, about half of the existing elephant machines 
worked less than 5,000 hours. From this the ODM has apparently 
concluded that there was sufficient elephant-tool capacity. But any- 
one familiar with machine-tool operations knows that this is not the 

ease. Actually, the fact that half of the existing machines worked 
5,000 hours shows ver y plainly that there was a short: age of capacity. 

Our basic difficulty with the ODM conclusions from the surve y is 
that 5,000 hours a year is a very high figure for elephant-machine op- 
eration in a guns-and-butter economy. “It was selected as roughly the 
equivalent of two 10-hour operating shifts, plus an oiling shift 5d: ays 
a week. Ordinary production tools might be expected to work 5,000 
hours a year in a guns-and-butter operation of the Korean type, but 
because of their special characteristics, the operating capacity of 
elephant machines is necessarily less than that of other machine tools. 
Thus, in view of the size and complexity of the work pieces, setup time 
on elephant machines usually amounts to at least 40 percent. More- 
over, elephant machines necessary do fairly infrequent jobs on very 
large work pieces which cannot flow past the machine on a production 
basis. Furthermore, when time on elephant machines is in short 
supply, the great size of the work pieces makes it impossible to move 
them to another plant, and in consequence there is very little oppor- 
tunity to equalize the workload between machines by interchange 
between plants or by subcontracting. Under these circumstances, it 
is surprising that more than a few elephant machines worked 5,000 
hours in 1952, and the fact that half of them worked 5,000 hours in 
dicates to the industry that there was not enough elephant capacity. 
And this, it must be remembered, was based upon the limited Korean 
action. not a full-scale mobilization requirement. 

I should like to suggest that the committee request a reexamination 
of the elephant-tool reserve program with particular attention to the 
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question whether there was sufficient capacity during Korea and 
whether there will be sufficient capacity in a future mobilization. 
From all the information available to the industry and from the indus- 
try’s interpretation of the survey which was made, it is plain that there 
was not enough capacity. Moreover, many elephant machines now 
installed in American industry are completely obsolete in design, 
productivity, and in accuracy. Although some elephant machines 
have been built since 1952, the situation remains most unsatisfactory 
and even precarious in terms of the national security. 

When I testified before this committee in 1952, I stressed the fact 
that a list of military requirements was an absolute necessity in the 
preparation of any machine-tool program, and this proposition is still 
sound. The elephant machines, however, pose a slightly different 
problem because of their position in the production process, and I do 
not think the desirability of an elephant-reserve program should be 
made to turn on a list of military end-item requirements. Unfortu- 
nately, it is also our understanding that the program is being held up 
because no such list is available. 

Elephant tools are synonymous with the unusually long lead time 
required for their design and manufacture. There are, in addition, 
other particularly critic cal types of machine tools that have proven to 
be in extreme short supply when periods of emergency arise. It is 
therefore essential to assure a proper volume of these tools as well as 
to maintain sufficient capacity for their manufacture if mobilization 
requirements are to be met. A recent comprehensive survey has been 
made in this area and it is urged that the conclusions that have been 
drawn be carefully studied by those responsible for mobilization 
readiness. 


IV. TURBINE AND TURBINE-GEAR PROGRAM 


Another offshoot of the Vance plan is the so-called turbine and tur- 
bine-gear program. ‘This program evolved out of exhaustive studies 
which were undertaken at the Government’s request by manufacturers 
of turbines and related equipment. As I believe the committee knows, 
the purpose of this program is to provide a reserve of the very large 
and specialized machines which are required for the manufacture of 
the propulsion units of modern naval vessels. The program involves 
about $70 million. 

Until very recently, we had been under the impression that this 
program was proceeding smoothly and that contracts were about to be 
let. Recent information suggests, however, that this program has also 
slowed down. The industry understands that the Bureau of the Bud- 
get has raised some question about the availability of funds. 

The industry feels that the turbine and turbine-gear program is a 
very important part of our mobilization program, and that it should 
now be pressed through to a conclusion. All surveys that have been 
made indicate that there is a lack of important capacity in this area. 





Vv. THE BUY AMERICAN ACT 





The next subject I should like to bring to your attention is the serious 
problem involved in the continuing purchase of foreign machine tools 
by the armed services. During the last year, the Air Force placed two 
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large orders for foreign-built machine tools. This business nught 
have very well gone to small United States machine-tool companies 
and should have, in the interest of strengthening our defense base. 
The committee will want to consider, as we do in the industry, both the 
small-business and the mobilization-planning aspects of these trans- 
actions. 

In the opinion of the machine-tool industry, the purchase of foreign 
machine tools is inconsistent with the many other things the Govern- 
ment is doing to build up the country’s capacity for defense produc- 
tion. Most foreign machines are inferior to United States machines. 
They are, generally, less powerful and less accurate. They do not 
have as much productive capacity. Many of them are built to the 
metric system. They are more difficult for the average American 
workman to operate and still more diffeult to maintain. Foreign 
machines simply cannot do the job like American machines, and 
whenever a foreign machine is substituted for an American machine, 
the country’s productive capacity is lessened. 

In time of emergency, the problem of obtaining repair parts for 
fireign machines may be diffcult or impossible of solution. Some 
foreign machine-tool companies are only a few minutes or hours from 
the Russian border by plane or tank, and they obviously cannot be 
relied upon as a basic source of supply. 

In this connection, I should like to refer the committee to a quota 
tion from the testimony of Mr. Harold Boyer from the Defense Pro- 
duction Administration which was printed in the committee’s 1952 
report on machine Tool Shortages. Mr. Boyer said (p. 43) : 

Machine tools are just as much a material of war as an airplane engine, in 
fact more important because without them you can’t make the engine. 

We cannot rely on European sources for airplane engines, and we 
cannot rely upon them for machine tools. 

I shall review the circumstances which led up to the Air Force 
decision to purchase foreign machine tools. The Buy American Act, 
as you know, calls for the purchase of articles of United States manu 
facture, but it gives the executive branch considerable latitude in 
determining when the public interest permits the purchase of foreign 
supplies. Until last year, foreign machine tools could not be bought 
as a general proposition unless there was a 25 percent price differential 
in favor of the foreign machine. Then last year, this differential was 
changed to 6 percent by Executive Order 10582. 

Potentially, at least, the appearance of the new 6 percent differen- 
tial could mean that the armed services might now buy foreign 
machine tools almost exclusively. This is because United States com- 
panies cannot possibly compete with foreign companies on the basis 
of so small a differential. In particular, foreign wage scales are very 
much less than in the United States, and since many machine tools 
are virtually hand built, labor rates and costs are a much more 
important factor than in most industries. In consequence, primarily 
because of these low wage scales, foreign machines have recently been 
sold in this country at prices far lower than the most nearly compar- 
able United States machines. Although these machines are generally 
inferior to United States machines, they would have to be bought in 
preference to United States machines if the 6 percent differential is 
determinative. 
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Fortunately, the various rules and regulations relating to the 6 
percent differential provide that it does not apply in cases where the 
yurchase of foreign articles would have an be verse effect on the mo- 
bilisation base. The real question in machine-tool procurement must 
be whether the purchase of foreign machines weakens the mobiliza- 
tion base. This is the real test in terms of national defense. Prices 
which result from higher wages must necessarily be secondary. It 
has been a proven fact that American-built machine tools are more 
productive than foreign tools of like type. It seems to us that, both 
for reasons of security and economy, procurement of machine tools 
should be held to those made in the continental United States. It is 
here that the Air Force has recently made what seems to us a most 
unwise decision. Last summer it purchased a large number of Eng- 
lish radial drills and Italian shapers on the basis of a finding that the 
mobilization base would not be affected. But from what the industry 
knows of the machines in question, they are inferior to the United 
States machines that might have been purchased, and the productive 
capabilities of the Air Force have thus been lessened. 


VI. POOL ORDERS——TRIGGER ORDERS 


I should now like to refer the committee to portions of the testimony 
I gave in 1952 when the committee was investigating the Korean short- 
ages." In the course of that testimony, I went into what seemed 
to me to be the causes of the shortages, and I explained what might 
have been and what was being done. One phase I emphasized was 
the so-called pool-order program, and I should like to tell you what 
we are now doing about pool orders. 

As the committee knows, a pool order is basically a firm Govern- 
ment contract for the purchase of machine tools with a proviso direct- 
ing the diversion of the machines covered by the order to defense con- 
tractors if rated orders are received from such contractors before 
completion. It is the hope and expectation upon the issuance of a 
pool order that the machines in question will be diverted to defense 
contractors and that the Government will never be called upon to 
take delivery. During both World War II and Korea, this expec- 
tation proved to be the fact in all but a very few instances. 

As 1 explained to the committee in 1952, the Korean pool-order 
program took much too long to get underway. Actually, 1t was not 
until February 28, 1951, 8 months after South Korea was invaded, 
that a pool-order program was inaugurated. Unfortunately, this 
hastily conceived program soon bogged down, and it was not until 
August of 1951, more than a year after Korea, that any real results 
were achieved. 

Since Korea, the industry has been working closely with the Gov- 
ernment to set up a pool-order program which would begin auto- 
matically with the start of any new emergency. We call it a “trigger 
program” since each contract would be “triggered” at the start of 
an emergency by the mere happening of some stated event. At pres- 
ent, I am acting as chairman of a subcommittee of an industry 


15a Machine-Tool Shortages—hearings before a subcommittee of the Senate Select Com- 
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gp committee which is working on the “trigger program,” and 
= lad to report that substantial progress has been made. 

A t the moment, we have reac hed virtual agreement on an overall 
didies for a “trigger contract,” and the final touches are being put 
on it by the lawyers in the General Services Administration. Mean- 
while, a considerable amount of work has already been done in the 
preparation of lists of machines that would be covered by the trigger 
orders. It therefore seems very likely that the program will be all 
set up and ready to go within a few months. 

I am sure that this committee will be interested in following the 
development of the trigger program, and I should therefore like to 

call your attention to two matters which I think should be kept under 
fairly constant surveillance. The first of these is the necessity for 
periodic revision of the list of machines that are covered by the 
trigger orders. During the postwar period a somewhat comparable 
program for “phantom orders” was prepared by the National Se- 
curity Resources Board, but it could not be used during Korea in 
great part because the lists of machines were not kept up to date. 

The financial details of the trigger program will also bear watching. 
During both World War IT and Korea, financial details proved some- 
thing of a stumbling block mainly because of the difficulty of esti- 
mating in advance the amount of the Government’s contingent liabil- 
ity on the pool orders. 

In the initial stages of the trigger program, some question was 
raised about the underlying appropriations, but we understand that 
it is now planned to finance the program pursuant to the borrowing 
authority contained in section 304 (b) of the Defense Production Act. 
This, however, is temporary legislation, and in any event there are 
likely to be other calls upon the borrow ing authority in the event of any 
newemergency. It may, therefore, be advisable to obtain special legis- 
lation in order to finance the trigger program. It is hoped that this 
committee will support such legislation if it is required because of 
the vital importance of the trigger program in mobilization planning. 


VII. PRIORITIES AND PRICES 


As LT also mentioned to this committee in my 1952 testimony, another 
factor which contributed greatly to the Korean shortages was the 
failure to establish an adequate’ priority system until the shortages 
had actually developed. I also pointed out that the crisis was greatly 
intensified by the failure of the Office of Price Stabilization to estab- 
lish realistic price controls until after the shortages had developed. 

Unfortunately, I must report to the committee that if there were 
to be a new emergency tomorrow, there would very likely be the same 
confusion over prices and priorities that contributed to the Korean 
bottleneck. In the industry's opinion, we need and need badly systems 
of standby priority and price controls which could be triggered into 
effect at the beginning of a new emergency. The trigger program will 
not succeed unless the contractors have the priorities that would be re- 
quired to obtain the necessary materials. Defense orders for ma- 
chines covered by the trigger program cannot be taken in the absence 
of an equitable system of price controls. 
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1 also mentioned draft deferments in my 1952 testimony. 

As I am sure you understand, machine tools are designed and built 
by highly trained engineers and mechanics, and the capacity of any 
given company is directly geared to the availability of this highly 
skilled personnel. The uncontrolled drafting of machine-tool eng- 
neers and mechanics at the beginning of an emergency would slow 
down the production so vitally needed. 

Of course, we all realize that no industry is completely draft proof, 
and as regards selective service, we are concerned only with the defer- 
ment of keymen during the critical early periods of a machine-tool 
buildup. During such a period, we believe that the draft of key 
engineers and mechanics should be postponed until potential short- 
ages have been averted. At the present time, the mobilization plans 
for the machine-tool industry do not contain provisions for this kind 
of deferment. 


IX. RENEGOTIATION 


Finally, we want to comment briefly on the Renegotiation Act as 
it affects the industry’s operations and defense potential. 

We are glad to find ourselves generally in accord with the criticism 
of renegotiation included in the sixth annual report of your committee 
on the Renegotiation Act (sec. C, p. 62) We are also in accord 
with the critical views on renegotiation expressed by industry par- 
ticipants in the Hoover Commission survey of government contracting. 

We are convinced that the renegotiation law is impossible of fair 
and equitable administration no matter how conscientiously renegoti- 
ation officials may try. It is simply a judgment operation of a five- 
man board who have been given almost unlimited authority of profit 
control. They have, in effect, the power to levy a tax without a rate. 
They are not even held to any measurable objective standards. There 
is considerable evidence, as ‘pointed out in the Hoover Commission 
report, that as between efficient, low-cost, low-price producers and 
less efficient, high-cost, high-price producers, renegotiation tends to 
strike at the former, who show higher profits, and exacts no refunds 
from the latter, who show low profits. 

One of the worst features of renegotiation is its delay. Many 
machine-tool builders in 1956, faced with the necessity of spending 
millions of dollars for engineering and development, do not yet know 
what profits they will be left with in 1952 and subsequent years. 
There is no doubt that renegotiation drives the more efficient producer 
away from Government procurement to the commercial market in 
peacetime. There is a growing recognition that the continuation of 
renegotiation in a peacetime economy is adverse to the best interests 
of our national economy for both war and peace. 

We have submitted a statement of our position on renegotiation to 
the Joint Committee on Internal Revenue Taxation, which, as you 
know, is reviewing renegotiation legislation and the procedures of 
the Renegotiation Board. 

The Renegotiation Act of 1951, as amended, finally recognized the 
unusual problems involved in fairly renegotiating the sales of durable 
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productive equipment like machine tools which last for years, as com- 
pared with sales of so-called expendable items which are used up 
currently. But, nevertheless, even with this improvement in the stat- 
ute, substantial repayments have been required of the more efficient 
low-cost producers which were vitally needed for the engineering and 
development of improved machine tools for both the defense and peace- 
time economy. The engineering and development which had to be 
deferred during the Korean emergency because of all-out production 
of machine tools has been delayed in the post-Korean period because 
of refunds required under the renegotiation re edure. 

As we have pointed out to this committee before, the weakness of 
the machine-tool industry in the post-World War IT period was partly 
the consequence of the Renegotiation Board’s action in requiring large 
refunds from machine-tool companies without taking into considera- 
tion the nature of their production, and particularly the long life of 
machine tools which, when produced in tremendous quantities, in 
evitably saturate the industry’s future market. 

The Renegotiation Act of 1951 gave some recognition to this prob- 
iem by partially exempting for the years 1951 and 1952 sales of ma- 
chine tools under subcontracts. In 1954, the Congress gave further 
recognition to the unusual situation of durable productive equipment 
by extending the partial exemption to prime contract sales. These 
provisions in the Renegotiation Act have enabled the Board to re- 
negotiate machine-tool companies somewhat more equitably than was 
possible under World War IT renegotiation legislation. 

If it is the decision of Congress that renegotiation is to continue on 
some limited basis, or if it is again adopted at some future time in an 
emergency or during a war, the exemption for durable productive 
equipment following the pattern of the Renegotiation Act of 1951, 
as amended, must be continued. 


CONCLUSION 


While I have spoken exclusively of machine tools, you will under- 
stand that there are other extremely important elements in the metal- 
working industry that you may wish to give careful consideration. A 
machine tool does not stand alone. Such items as electric cranes and 
hoists, portable electric tools and, above all, gages and gaging equip- 
ment, cutting tools, and other related met: alwor king equipment, are 
also essential in time of war and should be given very careful con- 
sideration in time of peace. 

In my statement, I have tried to cover eight major phases of the 
mobilization program which are of particular importance to the ma- 
chine-tool industry in its continuing efforts to make its contributions 
to the national security. Mr. James C. Kelley of the Distributors’ Asso- 
ciation will follow with a discussion of several other phases, and he will 
give particular attention to the problems involved in the moderniza- 
tion and replacement of Government-owned machine tools. 

Senator SparKMAN. Thank you very much, Mr. Bergstrom. 

If it is satisfactory to both Secretary Higgins and Mr. Bergstrom, 
we will recess the committee until 2 o’clock. 

(Mr. Bergstrom’s testimony resumed, p. 63.) 

(Whereupon, at 12:45 p. m., the subcommittee recessed, to recon- 
vene at 2 p. m., the same day.) 
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AFTERNOON SESSION 


Senator SparkMAN. Let the committee come to order. 

I am sorry that Senator Thye, who is chairman of this subcommittee, 
cannot be here this afternoon because he was assigned a new job and 
was put on the Case matter, and that committee is meeting now. 

I have free time until about 3 o’clock when I must go to another 
committee myself. 

We are very glad to have Secretary Higgins with us. He was 
scheduled for tomorrow, but he couldn’t be here tomorrow so he came 
today. We appreciate your patience in waiting over and being with 
us this afternoon, Mr. Secretary. 


STATEMENT OF F. H. HIGGINS, ASSISTANT SECRETARY OF THE 
ARMY (LOGISTICS) ; ACCOMPANIED BY MILBURNE WEBB, DIREC- 
TOR OF INDUSTRIAL MOBILIZATION, OFFICE OF ASSISTANT 
SECRETARY OF THE ARMY (LOGISTICS) ; GEN. HENRY R. WEST- 
PHALINGER, DIRECTOR OF PROCUREMENT, OFFICE OF THE 
DEPUTY CHIEF OF STAFF FOR LOGISTICS; AND K. E. JOY, MA- 
CHINE-TOOL SPECIALIST, OFFICE OF THE CHIEF OF ORDNANCE 


Mr. Hieerns. Mr. Chairman, I am very grateful to you for this 
special consideration, and I am grateful to Mr. Bergstrom and his 
Machine Tool Association for yielding at this point. Iam attempting 
to appear before another committee here today, and I appreciate it 
very much. 

Senator SparKMAN. Mr. Secretary, will you identify the gentlemen 
who are with you ? 

Mr. Hicerns. Yes, sir. 

I have with me Mr. Milburne Webb, who is Director of Industrial 
Mobilization in my office; Gen. Henry R. Westphalinger, who is Direc- 
tor of Procurement in the Office of the Deputy Chief of Staff for 
Logistics; and Mr. K. E. Joy, who is our machine-tool specialist in 
the Office of the Chief of Ordnance. They (Ordnance) represent 
pretty much our machine-tool setup in the Army. 

Mr. Chairman, I am Frank H. Higgins, Assistant Secretary of the 
Army for Logistics. I have a short prepared statement I wish to 
make. 

I am pleased to appear before this committee to discuss Army pro- 
grams and policies relating to the establishment and maintenance of 
an equipment reserve adequate to meet mobilization requirements. 

Information concerning the equipment reserve of the Army, and 
plans for its maintenance and utilization, were stated in considerable 
detail in a letter which I sent to the chairman of this committee on 
December 27, 1955.17 I have additional copies of that letter with me 
if they are desired by members of the committee now present. 

Since this committee has indicated that it is interested only in 
machine tools and metal-forming equipment, the inventory statement 


17 See appendixes 6 and 6 (a), p. 149. 
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has been revised to include only those items. The information shown 
is as of January 16, 1956, and reads as follows: 


Number 


Status 


of itemea 

In use: 
For defense production__...____.-.___-~~_- 89, 817 
IR call icone ipininiincigciomamerinnnce il ae 332 
Dee etegnenteteiabaneseicalen 40, 149 

Idle: 

i acinicsnncindenadaearteentmonnets . s . 50,539 
In production packages____.._-~~- eee 7, 267 
en 2 1 Arenentchdchoosebeomiesinetcnabs 4, 883 
, Re / = 62, GRO 
~ Eh, a ee ee Mies Tee 102, 838 


pvenator SparKMAN. Mr. Secretary, is 5 th: at ine ‘dtedaait in the figure of 

77.000 given by 

as Wess. That is only partially included because the 277,000 repre 
sents what was reported as of last August, and we have not made a 
report on the inventory since last August. I think our report then 
was on the order of 90,000. So, this 102.8% 38 is larger than the number 
included in the figure that was read by Mr. Pike this morning. It 
will be included in the next report. 

Senator SPARKMAN. Thank you. 

Mr. Hiaerns. In addition to the equipment which is included in the 
current Army inventory, it is estimated that there are an additional 
15,000 to 17,000 items, mostly in use, which are now in the process of 
being inventoried. The total Army inventory therefore is estimated 
to be about 118,000 to 120,000 items. 

The only changes in Army policy from that stated in my letter of 
December 27 will be those necessary for compliance with the new 
Department of Defense policy which has just been published in DOD 
Directive 4215.9. 

( Directive is reproduced on p. 23.) 

Mr. Hiearns. The principal change will affect procedures related 
to the acquisition of new items for the equipment reserve. The Army 
now will be responsible for including in its budget funds for the 
acquisition of items required for the establishment of new production 
yackages and standby lines, modernization of such packages and 
faa as are already established, and for any long lead-time individual 
items considered essential to the mobilization base. Another impor- 
tant phase of the policy is the requirement for replacement of equip- 
ment taken from production packages and standby lines to meet 
urgent current production needs. 

Although it is too early to offer an intelligent opinion as to the 
effect of the new policy on Army operations, I feel certain. that it pro- 
vides a basis for improvement over present procedures. 

The extent to which the Army acquires new equipment prior to 
another period of mobilization will be governed by a number of con- 
siderations. 

We normally do not consider it practicable nor economically feasible 
to replace reserve equipment simply because more modern and effi- 
cient items have been developed. Equipment no longer capable of 
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producing at scheduled rates will, of course, be replaced as soon as 
possible under conditions current . the time. This area is discussed 
in detail in my letter of December 2 

Senator SparKMAN. Mr. Sec vetier y, if there is no objection we shall 
include that letter in the record along with my letter to you dated 
December 12, 1955.'"* 

Mr. Higerns. Thank you, sir. It should be a part of this presenta- 
tion. 

Also, we undoubtedly will need to buy new equipment from time to 
time, not only to meet current production requirements but also to 
establish production packages and standby lines to provide for mobil- 
ization production of newly developed and proven munitions. 

It is quite possible that our most important consideration will be 
the equitable distribution of our future appropriations between our 
peacetime needs and our mobilization readiness. 

You may be assured that we have in the past and will continue in 
the future to keep our equipment reserve under constant surveillance, 
and that all available measures will be taken to insure maintenance 
of a production base capable of meeting any foreseeable emergency 
at the least possible cost to the taxpayer. 

Prior to publication of the new policy, the Army had started a 
survey to determine whether present procedures for layaway and 
maintenance of the Government-owned portion of the Army’s pro- 
duction base needs to be revised in the light of current conditions. 
This survey will be broadened to meet provisions of the new DOD 
policy. It probably will be 6 months before all results are in and 
final decisions made. 

We in the Army are only too well aware of the need for a healthy, 
readily expandable, domestic machine- tool industry. Within the 
limits of available funds, we will assist in the maintenance of that 
industry by purchase of new equipment to meet our current and mo- 
bilization needs. 

We do not support widespread leasing of Government equipment 
for nondefense production, but we do consider that leasing is justified 
when the only alternative is the loss of production capacity essential 
to the mobilization base. 

I have already introduced my associates here, who are with me 
today, who are experts in this field, and we together will attempt to 
answer any questions. 

But before I finish, sir, I would like, if I may, to say something 
about the age of our tools, as this question came up this morning, and 
it is a very important one, 

We in the Army are very fortunate that most of our tools were 
disposed of after World War II. Accordingly 62 percent of the 
machine tools now owned by the Army are only 3 to 5 years old; 66 
percent are 3 to 10 years old; and 95 percent are 3 to 15 years old. 

I have need machine tool since I was 20 years old, and I think it 
would be a fair statement to say that in the average private plant, the 
average machine-tool age is probably 15 years. “These experts back 
here would know better than 1, but anyway we are in pretty good shape 
with the age factor of machine tools, Mr. Chairman. 


174 See appendixes 6 and 6 (a), p. 149, for correspondence referred to. 
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Mr. Srvtrs. At that point, Mr. Secretary, do you suppose that it is 
fair to say that Douglas is producing Nikes and has a machine tool 
average age of 15 years? 

Mr. Hicetns. Well, to answer that specifically, the machine work 
on the Nikes, hardly any of it is done by Douglas. That is done in 
private industry, and a very large percentage of it on private tools. 

Mr. Stutts. Well, what my questions really involved is, Do you feel 
that modern implements of war are being built on machine tools that 
are 15 years old? 

Mr. Hiaerns. Well, if it is a private plant, every plant amortizes 
its tools, and therefore, the tools shouldn't be beyond a certain age 
when they would be going to our friends in the machine-tool industry 
for new machines. 

There isn’t anyone that is going to stay in competition these days 
for very long unless he keeps a fairly modern plant. And I would 
assume from that consideration that that is going on. 

Senator Sparkman. Mr. Secretary, that change in policy, or modi 
fication of policy, with reference to acquisition and maintenance of 
machine-tool reserves, do you think that it will work all right and 
give us adequate protection in regard to machine tools? 

Mr. Hicarns. To complete that cycle, we will budget from now on 
for what we see that we need and, if that budgetary proposal is sup- 
ported through the funds for that program, yes. 

Senator Sparkman. Let me ask you, Under the former plan where 
the $100 million was appropriated, was that to be managed as one 
to represent all three of the services ¢ 

Mr. Hieers. No, our part 

Mr. Wess. The $100 million was for the Department of Defense. 

Mr. Hicarns. We used what? 

Mr. Wess. $1 million. 

Senator SparkMAN. What I really meant was, the $100 million was 
really set up as 1 fund for the whole Defense Department; then the 
3 services more or less drew their needs out of that, is that right? 

Mr. Hicetns. Well, it is my understanding we allocated $1 million. 

Mr. Wess. Actually we made recommendations to the Department 
of Defense for a part of the $100 million. Each of the 3 departments 
submitted certain projects for machine tools. The Department of 
Defense then set these projects up in order of priority, and it so 
developed that on the basis of this priority we received $1 million; 
the Navy, I think, $14 or $15 million; and the Air Force, $84 million. 

Senator SparkMAN. Yes. The point I was trying to make, in 
setting it up it was set up as one, but within the Defense Department 
each department was assigned, each service was assigned a certain 
allocation, was allocated a certain part of the fund? 

Mr. Hicerns. That is correct. 

Senator SparkKMAN. Now, as I see it, each one of you will come in 
with your own budget requests ? 

Mr. Hicerns. Yes, sir. 

Senator SparKMAN. Then it is a question of getting adequate ap- 
propriationssfor each service to do its own procurement ? 

Mr. Higerns. Yes, sir; we will have to appear and acquire this 
money the same as anything else here today, and it will depend upon 
our ability 
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Senator Sparkman. Well, will it stand out in the budget as being 
for that particular purpose ? 

Mr. Hicatns. Who makes the budget ? 

General WestrHauincer. I do. No, sir; it will not stand out in 
the budget. 

Senator SparkMAN. It will simply be general appropriations that 
may or may not be used for that particular purpose; isn’t that right? 

eae’ WEstTPHALINGER. We would have specific purposes for 
which we were going to use the funds. In other words, we would have 
definite projects outlined. 

Mr. tHiesie But, in the budget 

Senator SparKMAN. But when Congress appropriates the money 
to you, it wouldn’t mean that you had to use it for that, would it? 

General WESTPHALINGER. ‘That is correct. 

Senator SpaRKMAN. It would be up to the service to use it in what- 
ever way it thought best? 

General WestpHALINGER. We would defend it on a certain basis 
and, if there were any necessary changes, we would have the flexibility 
of changing as we saw fit. 

Mr. Srutts. So, presumably you could decide whether you want 
a certain missile, let’s say the Redstone, if you want an X quantity, 
or whether you want one-half of X quantity plus a second line for 
production; is that right? 

General WEsTPHALINGER. That is right. 

Mr. Srutts. So that you are going to have to make the determina- 
tion in asking, presumably before you ask for money, whether you 
want weapons in being or whether you want production equipment 
lines in being? 

Mr. Hicerns. Well, may I answer that specifically here, sir, and 
here I would like to break down for you our layaway program which 
we feel—and we have a sense of security in this layaway program. 

We have, first of all, the MRMR, our mobilization reserve material 
requirement, projected on the basis of requirements of a war to be 
fought, a war of the future. Then, we have mobilized ourselves for 
that production. We have machine tools either on order or in being 
to meet that production. 

For instance, we have three lines for the M-48 tank today completely 
tooled. Now, the same thing right on down the line to a round of 
small-arms ammunition. The production capability for producing 
that. item, at the rate that it has been determined by the military ex- 
perts they will require in a war, has been provided. 

Now, then, as we fill our needs and as the mobilization reserves 
become adequate, we lay away these lines in three different fashions. 

We have one which we call Turnkey. That is a place where we own 
the brick and mortar, or the contractor may own the brick and mortar. 
We normally own all the machine tools. We want to keep that line 
as near warm as possible, so we have a skeleton force in that plant, 
although it is not in production. They will occasionally turn over 
pees machine tools under power to be sure that everything is in good 
order. 

Now, that is typical of one of our tank-engine plants, for instance, 
and those plants, then, are ready to go as soon as they can be manned, 
and the raw materials delivered for the starting operation. 
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The second method of layaway is where we own all or most of the 
machine tools, but the brick and mortar is owned by the civilian con- 
tractor. He wants this building for production. We may move 
these machine tools over to one side, if there is enough room within the 
building. If there is not enough room, we set up a quonset-hut type 
or cinder-block type building right next to this particular operation 
and the machine tools are stored there; or they are stored in nearby 
commercial warehouses, or in Army space at one of a number of loca- 
tions. 

The third method of packaging our machine tools is where we have 
just Government-owned tools, hit or miss in a line of a privately owned 
factory. So, we pull those hit-or-miss tools out, send them to the 
nearest Government warehouse, ticketed for this particular quer 
and this operation only, and they are held in reserve for that line 
should we get into difficulty. 

So, we are equipped now to do the job if war came tomorrow. 

Mr. Srutts. I assumed that tanks—the case you mentioned—have 
been in production for several years at least. Let’s take one of the new 
missile programs, for example—it seems to me that somebody has to 
make a decision whether you are going to go all out for production 
now with a certain amount of money, or whether you are going to 
offset or delay some of your current production in order to have more 
future capacity. At what echelon will this be decided? 

Number two, do you feel, as Assistant Secretary in charge of Logis- 
tics, that these decisions will be better taken care of under the new 
scheme than the old. 

Mr. Hicerns. Well, sir, to answer your questions categorically, as 
a missile is standardized, such as the Honest John, we have a given 

roduction requirement which is classified. We have this missile 

ing produced on X number of lines now. Those lines are tooled 
to produce the maximum foreseeable production that the Army feels 
it will need for Honest John. That is what we call a standardized 
item. 

Now, you referred a moment ago to the Redstone. That is not a 
standardized item. That is still under development under the 
auspices of our Redstone Arsenal in Alabama. It moves along 
through the various research and development stages and it is decided 
to standardize it. By that time there fawn been determined the re- 
quirements for that item by the Army, and then we will mobilize, tool 
completely, fo meet that requirement. 

So, this is a progressive thing, and whether we had this directive, 
that directive, or what have you, we would do this job anyway. We 
would place orders for new machine tools, come any condition. We 
tool for that. 

Mr. Strutts. So in the event tomorrow is M-day, the Army will need 
no further production capacity for the weapons that you produce; is 
that right? 

Mr. Hiearns. That is right, if they are standardized. 

Is this a correct statement ? 

General WesTPHALINGER. We have enough reserve and capacity to 
carry us until we can get into production in new plants. 

Senator SpaRKMAN. In other words, you would have enough to tide 
over this first period ? 

General WestPHALinceR. That is right. 
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Mr. Hicerns. Well, let’s take the tank I was referring to—— 

General WestpHALINGER. We have a special case there. 

Mr. Hicerns. Let’s take ammunition; we have tooled——— 

General WestpHattncrr. We have tooled up to the point of carry- 
ing us over until we can get additional production. 

Mr. Hicetns. We have the plants and one thing and another against 
our MRMR;; they are lined up; but all we have to do is reactivate 
them. 

General WestrHaALincer. This provides bringing in new production 
up to 18 months. 

Mr. Hicerns. But they are tooled for a given amount. 

General WesrreHantncer. They are tooled for a given amount, that 
is right. 

Senator SparKMAN. May I just say it seems to me that is about al] 
you could do, because it would be impossible to tool up to take care of 
an all-out war. 

Mr. Hicerns. Just to clear the air here, this MRMR—mobilization 
reserve material requirement—is the fellow we are after. 

Now, we are tooled for that to carry us through a certain period. 

General WestpHALINGER. Considering the fact that we can get ad- 
ditional production after 18 months. 

Senator SparKMAN. In other words, if you get a certain line of 
production, that it would take you 6 months to build new plants, and 
get equipment to put that into operation, you have enough, pequtre- 
ments to carry you over that 6 months? 

Mr. Hieerns. That is right. 

General WesteHaincer. That is correct. 

Mr. Opom. General, did I understand you to say that it would also 
carry you a period of 18 months? I heard the word 18. 

General WestpHatincer. The longest lead-time item is about 18 
months and we have sufficient reserves or production capacity to take 
care of us until we can get the additional production. 

Senator Sparkman. And some of that might be 6 months or itmight 
be 12, and some might be 18. 

General WestPHALINGER. Up to 18 months. 

Senator SparKMAN. Up to 18 as a maximum. 

Mr. Srutrs. Do you see any advantage in having a Defense De- 
partment policy on this sort of program rather than three individual 
services ¢ 

I have noticed in the press that the Army has been seeking, for 
example, to get ground support, observation planes, put under. your 
control rather than under the Air Force. Certain of the new larger 
missiles might be under you; some might be under the Air Force; 
some presumably under the Navy. Until that determination is made 
you can’t do much tooling up. Not one of your three services are 
given the responsibility ; are you ? 

Mr. Hicerns. Any of the aircraft that we are getting into now is 
all procured by the Air Force. 

Mr. Sruuts. So they will also have a mobilization reserve for you 
as if it were their own ? 

Mr. Hicerns. For instance, they would furnish us aircraft and we 
furnish them with bombs. If it’s ordnance, we would furnish that 
to them. 
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Now, if it is aircraft, per se, the Air Force will buy our require- 
ments. 

Mr. Srvuurs. And you have to have close liaison so you have to know 
what their requirements are so you can set up an MRMR? 

Mr. Hicerns. Oh, yes. 

Mr. Srutts. This committee has found lots of uncertainties in this 
essential procurement. We have often had trouble trying to figure 
out who knows what and who takes the responsibility. 

Senator Sparkman. Thank you, Mr. Secretary, and, gentlemen, we 
appreciate your help. 

Mr. Hicetns. Thank you. 

Senator SparKMAN. Now, Mr. Bergstrom, will you come up, please? 

Before I ask these gentlemen to question you, there is just one ques- 
tion I should like to ask. In your statement, Mr. Bergstrom, you said 
that the tool industry, the machine-tool industry, employs only 60,000 
employees; is that right? 


STATEMENT OF SWAN E. BERGSTROM, ACCOMPANIED BY GRAHAM 
E. MARX AND TELL BERNA—Resumed 


Mr. Berastrom. Sixty thousand wage earners. 

Senator Sparkman. In the case of all-out mobilization, would that 
be greatly expanded ? 

What was the experience during World War II and during the 
Korean war ? 

Mr. Berestrom. I can speak probably more authoritatively on what 
happened during Korea, because I pane to be in the middle of a 


buildup of production of machine tools here in Washington. 

We experienced greater difficulty in building up our productive 
capacity during Korea than we did in World War II because prior 
to this country getting into the war in 1941 we had at least a year 
and a half of building up production capacity by furnishing machine 
tools to our allies. 

At Korea, just prior to Korea, the industry at that time was prob- 
ably at one of the lowest points in production after World War II. 
We were just getting a little bit better the first half of 1950, then 
Korea came, and it was very difficult to build up our working force 
sufficienty to take care of the requirements. One of the bottlenecks, 
as far as the machine-tool industry was concerned, was to get the neces- 
sary skilled people into our industry. 

Senator SparkMAN. Well, that is really the purpose of my question. 
When I saw the small number that you are working with normally 
I just wondered how easy it would be to expand that quickly. Cer- 
tainly, we know that in wartime we do have the habit of accumulating 
a bottleneck. 

I can remember some of the problems in getting ready for World 
War II. While it may have been easier than it was in the Korean 
war, it was not at all easy. I was on the Military Affairs Committee 
of the House of Representatives at that time and also I was on a spe- 
cial congressional committee that made a study of our mobilization 
effort, and I know we had a terrible time getting things going, even 
with the previous time that we had to get ready and also with the 
warning that we had. 
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So, I was just wondering if the expansion of the machine-tool-mak- 
ing business was not a bottleneck itself that was a little difficult before 
you could start breaking the bottleneck of supplying machine tools. 

Mr. Berestrom. And that is the reason, Senator, why we have made 
a recommendation in our statement that 

Senator Sparkman. In other words, it is a matter of national secu- 
rity to have an alert, going machine-tool industry ? 

Mr. Berestrom. That is right. And to have regulations set up so 
that the keymen such as engineers, skilled mechanics, supervision, are 
not subject to draft as far as the armed services are concerned. 

Senator SparkMAN. Does the machine-tool industry have much diffi- 
culty in getting qualified engineers? 

Mr. Berestrom. Well, I am going to say this, that engineers today 
are probably the scarcest article in the business. 

Senator Sparkman. That is the reason I asked the question. This 
is a little divergence from what we are studying here, but I think it 
is something that needs to be called to the attention of the American 
people much more emphatically than it has been called thus far, and 
that is, the scarcity of engineers, scientists, physicists, trained per- 
sonnel of that type in every field. 

Mr. Berestrom. You must remember this, that the complexity of 
machine-tool design today is much greater than it was 10 years ago 
or 15 years ago or 20 years ago. 

In our own company, the controls for machine tools, particularly 
machine tools that go into high production, machine tools that go into 
the aircraft industry, machine tools that go into some of the guided- 
missle production, I would say are manyfold more complicated and 
complex today than they were 10 years ago. 

For example—— 

Senator SparkMAN. And you haven’t adapted automation to engi- 
neering very well, have Seat 

Mr. Menceeenar It is very hard to do that. It seems that automa- 
tion might be applied pretty well to mechanical things, but to the 
human mind or the human being it still has to be worked out. 

But I just wanted to bring out one point, the complexity in con- 
trols in the last 4 years has increased to the point where engineering 
has become one of the biggest factors in our business. 

Just to cite an example—we have been asked to produce machine 
tools for the aircraft industry, part of the group of machines that 
the Secretary of Defense mentioned this morning, that are to be nu- 
merically controlled. In other words, engineers in the drawing office 
will calculate, through mechanical and electronic means, certain nu- 
merical data which, in turn, will be translated into punch cards or 
punch tape. That, in turn, passes through an electronic digital ana- 
log computer, and that in turn goes to a card reader or tape reader 
that controls the machine without the effort of the operator. 

In other words, the skill of the operator is pretty well translated 
into this new control. 

Now, the reason for this is that these complex configurations that 
go to make up the new components in aircraft are so complicated that 
if we had to train people to operate these complex machines, we 
wouldn’t have the training capacity or the people capable of doing it 
in quantity enough to take care of the requirements. 
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So what we are trying to do is take a few skilled and trained engi- 
neers and technicians to put this information on a record, so that we 
can reproduce it and then, in turn, have the controls actually operate 
the machine tool. 

Now, that takes a lot of engineering, and it is, I think, a wonderful 
contribution that the machine-tool industry has made, and the elec- 
tronic industry, as a matter of fact, has made, to the control of machine 
tools in the last 5 years. 

That is why we have to have so many engineers. Unfortunately, 
we in the machine-tool industry today have to compete with so many 
other industries that are just as much interested in th at type of talent. 
We don’t have enough capacity in our colleges, we don’t have enough 
people taking engineering, I am afraid. 

Senator Sparkman. Mr. Stults. 

Mr. Stutts. Now, Secretary Pike, this morning, seems to say that 
they know what need for present-day weapons, but it would be risky 
to buy machines for any future mobilization needs because they might 
get obsolete or out of date; I assume either the weapons or the mac hines 
themselves would get out of date. 

Do you feel that ‘this is a valid criticism against the so-called Vance 
plan, or what are your thoughts on Secretary Pike’s statement ¢ 

Mr. Bercstrom. Well, I think that is pretty much a matter of inter- 
pretation. My own experience in World War II and in Korea was 
that we were very happy to have the tools we had in being at the time 
that both conditions took place. They may not have been of the most 
modern vintage, but we were very happy to have something to start 
producing war materiel on. ° 

Now, there are a number of types of machine tools that we call 
standard general-purpose machine tools that do not necessarily become 
completely obsolete over a period of, say, 5 or 10 years. I mean, they 

can be used. And I think that Secretary Higgins very well pointed 
this out in his testimony, that they have certain ‘lines of machines that 
may not be the last word as far as modern equipment is concerned, 
but they are at least in being and can start to produce end items in 
time to get other new and more modern up-to-date equipment in place. 

So I would say this: There are certain types of machine tools that 
we feel are certainly essential to the mobilization base. And I would 
like to have Mr. Graham Marx just show you some of the machines 
that we have in mind, particularly the long lead-time machine tool 
for making not only more large machine tools but also large imple- 
ments of war; for example, like large guns, tanks, and other heav y 
articles. 

Mr. Marx, would you mind showing and explaining this to the com- 
mittee, please ? 

Mr. Marx. Gentlemen, this particular machine is what we would 
refer to as an 8-inch horizontal boring machine. Now, that in the in- 
dustry is a perfectly standard general- purpose machine tool. It is not, 
mind you, a big elephant, it is just a medium-sized elephant, as ele- 
phants go. 

A machine of this type is pictured here boring and milling the 
crown of a hundred-ton press. This casting that you see here weighs 
= tons, so that you can discern some of the size of the machine from 
that. 


Now, that machine is likewise used in the Navy yards—— 
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Senator Sparkman. Let me ask you, the thing you referred to 
weighing 100 tons, is that what is being worked on? 

Mr. Marx. Yes, sir; that is a component. 

Senator Sparkman. In other words, the machine is boring that? 

Mr. Marx. That is right, sir. 

Senator SparKMAN. With an 8-inch bore? 

Mr. Marx. No, sir; the spindle of the machine is 8 inches in di- 
ameter, and it will be boring a hole that will finish from the size of 
this hole, which I judge here is, roughly speaking, about 12 or 14 
inches in diameter. 

And this is the cap, the crown of a large hydraulic press, which 
might be associated with the aircraft industry eventually. And this 
machine, I stress, is a general-purpose type of machine, and this ma- 
chine is the type that is used by the Navy in connection with gear and 
turbine work specifically, and the same identical machine could be 
moved from the press plant to the Navy yard to do the type of work 
that the Navy might have. 

Mr. Sruurs. You would only need a new set of tools and dies and 
gages; is that right? 

Mr. Marx. Surprisingly, a small amount of that, sir. The basic 
machine itself here is a standard machine that would be used. It 
has the range of feeds and speeds that would adapt itself to both 
classes of work. Again, we might take it from the Navy yard and 
put it in an atomic energy installation. 

We are currently building a machine of this type that will face and 
bore a pipe 18 feet in diameter and 4 feet long. Now, that is a big 
piece, and that is just the beginning of.some of the atomic energy 
program. And, it relies upon general purpose types of machine tools. 

Now, that is a typical example of the type that we mean. There 
are only, to my knowledge, three companies in the country that make 
machines of this size. 

Mr. Srutts. Are there many of them in our inventory now? 

Mr. Marx. Very few, Mr. Stults. 

Mr. Sruvrs. And how long would it take you, Mr. Marx, how long 
would it take anybody to “knock off” one of those things ? 

Mr. Marx. Well, the casual process of “knocking it off,” I would 
judge, would probably take a year and a half on this particular size. 
There is a tremendous engineering— 

Senator SparKMAN. You mean in building one? 

Mr. Marx. In building it, yes, sir. 

Now, I don’t illustrate this at the largest type. There are larger 
types being visualized today. 

Mr. Srutts. This indicates, then, that even though you might 
never make another press like that, there is some sort of end item, 
or some other form of production equipment, that could make use of 
this 8-inch boring machine; is that right? 

Mr. Marx. This type of machine, sir, is considered one of the most 
versatile types of machine for a wide variety of applications, because 
you bore, you mill, you drill with it. 

Mr. Stunts. How much does that cost ? 

Mr. Marx. That machine today would currently .cost about one- 
third of a million dollars. 

This is another type of machine of a different configuration that is 
known as a planer-type milling machine. Now, this again is a medium- 
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sized elephant. That is a machine that machines large castings, again 
associated with the heavy-press industry. 

Again, it is intimately associated with the naval use and also for 
atomic energy purposes. 

Now, I might say incidentally, as Mr. Bergstrom has suggested here, 
that one of the most interesting things about these machines is not 
only do we build them, but we must have them to build them on. 

Mr. Sruuts. Or to build other productive equipment on. I mean, 
the heavy press and both of those items are apparently working on the 
heavy press program, which itself is a tool for aircraft industry ¢ 

Mr. Marx. Exactly. That is correct. 

And, this machine here is still another type of machine which is 
probably one of the simpler types known as a planer. This machine 
again is the type of machine that is widely used, for example, in the 
machine-tool industry, basically, but is used in large measure in such 
Government operations at the navy yards and, to some extent, in the 
arsenals. 

Mr. Berestrom. Thank you. 

Mr. Struts. As I get your point, you feel that it would be very 
shortsighted not to keep the 2 or 3 producers of those basic tools pretty 
busy turning out for the reserve, and to keep them he: oor’ so they can 
turn them out fast when we get into any sort of a scrape? Is that the 
position of the Machine Tool Builders Association ? 

Mr. Bercstrom. I think we have stated that pretty clearly in our 
testimony, that we fail to see why the elephant tool program hasn’t 
been given more active consideration; and some of the reasons as indi- 

cated | by Mr. Marx, that here are tools that you cannot pinpoint defi- 
nitely to an end item of military value, it is a machine tool which has a 
wide range of application and being such a tool, it can be used for, we 
will say, defense- supporting types of equipment. 

Mr. Sruurs. Yet it would be difficult to assume that an Air Force 
general would commit a third of a million of his funds to buy a 
machine that might be used for wor dees a battleship in a navy yard. 

Mr. Berestrom. Well, I am not in a position to answer that. Prob- 
ably he wouldn’t. 

Mr. Stutts. You are in favor of using as much as possible those 
tools which are in the reserve, is that correct ? 

Mr. Berestrom. Yes; I am, and I think the industry is in accord 
with the philosophy of using the tools that are in being. By so doing, 
they are kept in good shape, or should be maintained, getting some 
benefit out of them, and also there is always this possibility of keeping 
them in a nonobsolescent state. 

In other words, they can be improved upon by either replacement 
or modification, and we can also determine the effectiveness of that 
tool in production. As a matter of fact, we subscribe to the policy of 
the Air Force in their recent purchase of a number of specialized long 
lead-time machine tools for putting these machine tools into active 
production. 

Mr. Sruurs. There are several specific questions that go back to 
your testimony before us back 3 or 4 years ago, Mr. Bergstrom, in 
1952, when we were having troubles with priorities and controls. I 

can remember going to Cleveland and seeing that the Warner & Swasey 
Co. had 20 men on the field just picking up little bits and pieces of rods 
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and bars and shapes that they had to have to finish a tool. The tool 
was jying idle because they did not have 3 feet of a certain type of pipe 
or rod. 

Has your organization gotten involved closely enough with ODM 
plans that you can be sure that that won’t happen again? You indi- 
cated you had worked with a trigger program and the pool orders—do 
you feel that we are in as good shape on priorities as you would like 
us to be? 

Mr. Berestrom. No; we are not; but we do hope to be able to work 
out some plan with ODM that would enable the machine-tool industry 
to have top priority of materials, so they can start manufacturing 
machine tools immediately, the trigger program is given not only top 
priority on machine tools, but also some understanding as far as 
price control is concerned, because after all, they have to have some 
indication of what price they are going to get for their product. We 
waited for 11 months after Korea before we had a determination on 
what price we were going to get for the machines we built. 

Mr. Struuts. Which might have made some people a little reticent 
to put some people on double-time and incur other premium costs, is 
that right? 

Mr. Beresrrom. That is true, but by the same token, Mr. Chair- 
man, I think the industry went right ahead and built up production, 
and I think in good faith, indicated by the outcome of the whole 
proposition. 

I think that perhaps the most difficult part, outside of the price situ- 
ation, was the question of priority on materials. Priority on ma- 
terials to be comparable with that of the armed services wasn’t given 
to the industry until November 1951. That was the Z-2 priority. 

I was then Director of the Metal-Working Equipment Division and 
I know how difficult it was to get it. We should not go through that 
again. Asa matter of fact, we will not have time. There were criti- 
cal presses for ammunition held up because we were unable to get 
plate to complete the presses, and it is not a very happy situation to be 
in. 

Then again, I just want to refer back to the question of deferment of 
skilled technicians, engineers, and workmen in the industry, so that 
there would not be the siphoning off of some of the best people from 
the industry and placing them into the armed services. 

Mr. Sruurs. You mentioned renegotiation. Would you submit for 
the committee’s record a copy of your statement on renegotiation that 
you submitted to the Joint Committee on Internal Revenue? 

Mr. Berestrom. Mr. Barlow will do that.'® 

Mr. Srutts. One last question. You did mention that the turbine 
and turbine gear program that the Vance committee had found pretty 
important seems not to have been taken very good care of in the last 2 
or 8 years, even though Congress budgeted money presumably that 
could have been earmarked for that purpose. 

Do you feel that such programs ale have any better chance of 
fulfillment under the new directive of the Defense Department ? 


18 See appendix 8, p. 178, letter from Joel Barlow, counsel for National Machine Tool 
Builders’ Association, and American Machine Tool Distributors’ Association to Joint Com- 
mittee on Internal Revenue Taxation, re renegotiation study. 
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Mr. Bercsrrom. I am not in a position to say, because, frankly, I 
haven’t had an opportunity to study the new directive of the Defense 
Department. 

Mr. Srutts. Your association was not kept closely in touch with the 
development of the new program ¢ 

Mr. Berastrom. In the Defense Department ? 

Mr. Srurts. Yes. 

Mr. Berestrom. Not close enough that I can give you a determina- 
tion on it now. 

The only thing I want to say is this: that we have to have W propul- 
sion equipment, new reduction gears for any ships that we want to 
build or s ania build in case of a new emergency. We cannot go back 
to the triple expansion engines pulling a boat at the rate of 12 knots 
an hour and expect to get any place. We have to get more turbine 
drives to drive more speed to the cargo ships, and the only way you 
can get turbine drive to the turbine is to get the equipment to do 

it with. 

We haven’t got that equipment, which has certainly been manifested 
by testimony and surveys made by turbine and turbine gear manu- 
facturers of this country. 

Senator Sparkman. Well, thank you very much, Mr. Bergstrom 
and gentlemen. We appreciate your helping us out. 

The committee will stand in recess until 10 o’clock tomorrow morn- 
ing, in this room. 

(Whereupon, at 3 p. m., the committee recessed, to reconvene at 
10 a. m., Wednesday, February 8, 1956. 
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WEDNESDAY, FEBRUARY 8, 1956 


Untrep States SENATE, 
SeLect CoMMITTEE ON SMALL BUSINESS, 
SuUBCOMITTEE ON RELATIONS OF 
Busrtness Wirn GOVERNMENT, 
Washington, D.C. 

The select committee met, pursuant to notice, at 10:05 a. m., mm 
room 457 Senate Office Building, Senator Edward J. Thye (chair- 
man of the subcommittee) presiding. 

Present : Senators Thye, Duff, and Saltonstall. 

Also present: Walter B. Stults, staff director; Lewis G. Odom, Jr., 
chief counsel; and Roy E. Foulke, professional staff member. 

Senator Tuyr. If we may please come to order, we will proceed 
immediately. 

The first witness this morning will be Mr. Dudley C. Sharp, the 
Assistant Secretary of the Air Force. Mr. Sharp, if you will come 
up here and proceed, please. 

Mr. Suarp. Mr. Chairman, this is Mr. D. R. Jackson, my Deputy 
for Materiel Programs in the Air Force. 

This is Col. W. R. Carter, who is Chief of the Industrial Resources 
Division of the Air Force. Maybe they can answer some questions 
that I am not able to answer. 

Senator Tuyr. Mr. Sharp, you may proceed im whatever manner 
you desire. 

Mr. Suarp. Mr. Chairman, if I may be permitted, I would like to 
read a prepared statement. 

Senator Torr. Thank you. You may proceed. 





STATEMENT OF DUDLEY C. SHARP, ASSISTANT SECRETARY OF THE 
AIR FORCE (MATERIEL); ACCOMPANIED BY D. R. JACKSON, 
DEPUTY TO THE ASSISTANT SECRETARY (MATERIEL) ; AND COL. 
W. R. CARTER, CHIEF, INDUSTRIAL RESOURCES DIVISION, DEPT. 
OF THE AIR FORCE 





Mr. Snare. Mr. Chairman, I welcome this opportunity that your 
subcommittee has afforded me to come here to discuss the Air Force 
machine-tool program and its relation to small business. I per- 
sonally regard this to be an all-important program and one which is 
vital to our Nation’s defense. Having been a small-business man 
myself, I am quite familiar with the problems of small business. 

When I assumed my present duties, I was extremely gratified to find 
that the Air Force had such a sound and realistic small-business pro- 
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gram. The policies which we follow in assisting small business to 
participate in our procurement and production program extend not 
only to the purchase of machine tools, but to the utilization of such 
equipment. 

Before describing current Air Force policy on the machine-tool 
program, I would like to give you a general picture of the status of 
our current metalworking equipment inventory. I would also like to 
take the time to clarify certain definitions of categories of equipment, 
lest there be any misunderstanding about the type of equipment I 
am going to discuss. The three general definitions of these categories 
are offered : 

1. Machine tools are restricted to that metalworking equipment 
which will produce “chips.” In this category are such items as 
lathes, boring machines, drilling machines, and grinding equipment. 

2. Metalworking equipment includes machine tools but also in- 
cludes equipment which alters the form or shape of material without 
producing “chips.” In this category are found presses, bending and 
forming equipment, shears, forging machines, et cetera. 

3.Production equipment includes the above categories, plus other 
equipment or machinery used in production for joining, measuring, 
testing, heat treating, et cetera. Such items as welding equipment, 
measuring and testing equipment, heat-treat furnaces, et cetera, fall in 
this category. 

The Air Force normally uses the broader category of “production 
equipment” when discussing its industrial reserve. The latest in- 
ventory figure for production equipment (for items valued at $500 
and over) is approximately 145,000 items. However, I believe you 
are more concerned with the somewhat restricted category of metal- 
working eqnupenants and my future statements will refer to this 
category of items. The inventory figures are subject to constant 
fluctuation and for that reason it has been necessary to use approxi- 
mations in some instances. 


The following metalworking equipment figures may be of interest 
to the committee: 

1. The total items of metalworking equipment in the Air Force in- 
ventory number 88,500, of which 61,500 are in active use, and 27,000 
in idle storage. The estimated value of this equipment is $1 billion. 

Senator Ture. Mr. Sharp, would you mind an interruption at that 
point ! 

Mr. Suarp. No, sir. 

Senator Tuyr. The 27,000 in idle storage, is that stock turned from 
time to time into use, so as to keep it in complete condition ? 

Mr. Suarp. Yes, sir. It is a reserve. | 

Senator Ture. Is any of this 27,000 in the idle storage now classified 
as obsolete or not a tool that you would expect to use in the future? 

Mr. Suarp. I am sure some of those tools are, but we are constantly 
studying the tools to see if we can find some that are obsolete. How- 
ever, when the tools are put back in storage after being used, they are 
all completely reworked and brought up to a modern condition; so 
they are in good shape. When they are taken out of storage, they 
are in condition to be operated. If they become obsolete—each year 
more become obsolete—we continuously study that. 

Senator Ture. Thank you, sir. 
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Mr. SHarp. 2. The acquisition cost. of this equipment averages 
approximately $11,000 per tool. Approximately one-half of this 
equipment is under 5 years of age, with the largest percentage of the 
remainder being in the 10- to 15-year-age bracket. 

3. The Air Force has metalworking equipment in 1,300 contractors’ 
plants, with 1,130 of these contractors falling in the category of small- 
seems concerns. These 1,130 contractors have 12,300 items, or 20 
percent of the tools in active use. Of the 61,500 active items, 8,000 are 
on lease agreement. 

Recently the Air Force announced its industrial production readi- 
ness policy which has dictated a new approach to maintaining the 
machine-tool reserve. Briefly the new industrial production readi- 
ness policy is designed to create industrial readiness as an integral 
part of our active production base. This new policy is based on the 
premise that, for the first time in modern history, our Nation is faced 
with a continuing potential threat of devastating destruction at the 
onset of general war. Thus, insofar as Air Force missions are con- 
cerned, the possibility of a full-scale war of attrition with a prolonged 
munitions production buildup is minimized, if not eliminated. ‘The 
decisive phase of a full-scale war will be relatively short, and assets 
for its conduct must be in hand or available over a minimum period. 

Conversely, it is probable that less acute emergency situations, with- 
out domestic industrial damage, will arise which require accelerated 
production of some selected munitions. To make this policy into a 
meaningful program requires that production sources have capacity 
which, through the addition of material and manpower, will permit 
accelerated production. 

In accordance with the new readiness policy, and with the concur- 
rence of the Secretary of Defense, the Air Force reoriented its portion 
of the reserve tool and facilities program from the “buy sot store” 
objective to one of “buy and use.” 

Since the reserve tool and facilities program, as directed to the Air 
Force, prevented the machine tools procured under the program from 
being used in current production, the Air Force returned to the 
Department of Defense the $84.6 million that had been appropriated 
under this program and is continuing the procurement of machine 
tools under a modernization and replacement program, using Air 
Force funds. 

In implementing the modernization and replacement program, full 
benefit was taken of the effort expended on and accomplishments of 
the former program, in that essentially the same tools, incorporating 
the latest technological advancements, were procured. In awarding 
contracts in the amount of $63 million for 682 machine tools, the 
Aur Force made every effort to spread the procurement among as 
many builders as possible. 

In reply to Senator Sparkman’s letter of December 12, 1955,*° the 
Air Force gave reference to $69 million it proposed to spend for 
modernization and replacement. Of the total $69 million, $63 million 
is on contract for machine tools with the remaining $6 mill'on set 
aside for later procurement of electronic control equipment and pay- 
ment of transportation costs, contingencies, et cetera. 


19 See appendixes 9 and 9 (a), p. 184. 
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The results of this program, and future planned programs, should 
do much toward retaining our mobilization potential for producing 
machine tools and maintaining the health of the machine-tool industry. 
Also, it is interesting to note that, of the 17 machine-tool builders 
receiving contracts under this program, 9 companies are in the cate- 
gory of small business. 

Requests for proposals were sent to 107 companies, 66 of which were 
small business. However, only 65 percent of the small-business con- 
cerns returned a bid. The value of contracts going to small business 
amounted to $14.8 million, or approximately 25.5 percent of the 
dollar amount spent for machine tools. 

As the tools procured under this program are delivered, they will 
be placed in active production to meet existing requirements and to 
replace obsolete tools and those worn beyond economical repair. It is 
anticipated that these tools will be so productive that the saving 
accrued by replacing obsolete tools will permit amortization of the 
new tools in a period of 3 to 4 years. Subsequent phases of this pro- 
gram will, (1) procure more tools over a broader range, and (2) utilize 
for the same purposes those tools from the Air Force inactive reserve 
which are suitable. 

To summarize, the Air Force position with respect to machine tools 
is based on the principle that our prime responsibility is to be in a 
constant state of readiness to accomplish the Air Force strategic, 
tactical and air defense missions, or satisfy any other circumstances 
which would require rapid acceleration of production. 

For this reason, we have made appropriate adjustments in our 
policies with respect to the reserve machine-tool program as originally 
constituted. We believe this to be in the best interest of the security 
of the Nation and plan to continue to pursue a vigorous policy of 

-machine-tool modernization and replacement in succeeding years. 

Thank you, sir. 

Senator Tuyr. Mr. Sharp, in the event that you had to expand all 
your plant operation to the maximum, would there be any phase of 
your tool supplies that would be in short supply? That is a rather 
broad question, I realize, but we must project ourselves. If some 
emergency were to occur and if any industrial part of our Nation’s 
economy was injured, which it might well be if we were faced with an 
emergency, then you would have to have a supply at some point that 
could be drawn on to expand whatever facilities were remaining un- 
injured. You are faced with atomic warfare, and if we ever had a 
sneak attack, you could expect some of your industrial plants to take 
the first brunt of a bombing expedition of an enemy. That is the ques- 
tion I am wondering about. . 

Do you deploy your tool supply, and do you have a sufficient surplus 
so that we would not be caught short were we confronted with such 
an emergency ¢ 

Mr. Suarp. That is a very good question, sir. It is a rather broad 
one. 

Senator Ture. I know it is. 

Mr. Suarp. We attempt to study this problem constantly so that 
we will have the critical tools in ample supply, and dispersed, so that 
if one plant should be hit, we would be able to expand the operations 
of another plant and a similar type of article in perhaps double the 
amount of the production that that plant had before. 
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Of course, it is conceivable that enough plants could be wiped out 
so that we would not have enough equipment. But we feel that this is 
a more sound way of approaching the problem than trying to put the 
machines in storage where those storage plants might also be wiped 
out, and it takes a great deal of time to bring machines out of storage 
and put them into operation. It is a matter of about 6 months, as a 
rule. 

Senator Tyr. There is not any question about that, because even 
under the best of storage conditions, you might have problems of de- 
terioration unexpectedly. 

Mr. Suarp. Yes, sir. 

Senator Ture. Do you have any questions, Mr. Stults? 

Mr. Srurts. Yes, sir. 

Mr. Secretary, your statement says that the reserve tool and faci 
ties program prevented the machine tools procured from being used in 
current production. That was the ime rprets ation of the Air Force, 
that none of these tools procured under the ap propr iation made by 
Congress could be used under the appropriation ‘ 

Mr. Suarp. No, sir. That was the interpretation to us by the De- 
partment of Defense. The Department of Defense definitely gave 
us the directive that these tools must not be used, and must be placed 
in storage. 

Mr. Stunts. Did you in the Air Force, since presumably you had 
the greatest sts about 85 percent of the money that was earmarked 
back in fiseal 1955—did you ever make any representations that maybe 
a word or two ought to be changed in the law if the Defense Depart- 
ment lawyers so ‘inter preted what Congres meant ? 

Mr. Suarp. I cannot answer that my self. I will ask Mr. Jackson, 
because he was here at that time. 

Mr. Jackson. When we made the change in the policy, it was dis 
cussed with Mr. Wilson personally. 

Mr. Sruurs. That was the change in policy in December of this 
year ¢ 

Mr. Jackson. Which, in effect—— 

Mr. Sruurs. I mean, now, the Vance committee’s report came out 
in January 1953. Congress started appropriating money in fiseal 
1954, which is over 2 years ago. 

Now, that money had been lying around, $450 million of it, including 
the $200 million in the last 2 years. 

It seems to me that it was very shortsighted, if you feel that the 
tool sane is not what you would like, not to come to Congress 
and say, “Change the law so that we may utilize these funds.” 

Mr. Seamiceh Mr. Chairman, let me point out two things. First of 
all, we felt that was up to the Department of Defense to do that. 
Secondly, our policies on reserve tools were somewhat different, or ] 
should say substantially different, from what they were at the time 
we announced a production readiness policy, which in effect puts em 
phasis on having the tools in production and ready to accelerate ove 
night, as it were, in lieu of having tools in storage. So those two 
factors combined I hope will supply your answer. 

But the specific answer is, at that time, no, we did not make any 
specific recommendations—although it was informally discussed 
but there was no formal position given to the Secretary of Defense. 
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Mr. Srutts. Now, I noticed in yesterday’s New York Times that 
the Secretary of the Air Force decries short-war talk. At a luncheon 
of the Air Force Association, he said, “Sure, we may get blasted 
pretty hard at the outset, but we must not assume that that is going 
to be the situation. We must be prepared for a longer all-out effort as 
well.” 

Now, doesn’t this new production readiness program, or whatever 
you call it, put all the emphasis on the short war and much less on the 
long term ¢ 

Mr. Suarre. No. We think that in our situation, the Air Force 
situation, where most of our plants are in operation—and this may 
not apply to the Army and the Navy—but most of our plants are in 
actual production now, that in order to handle any emergency that 
may arise, whatever type of emergency it may be, whether we have a 
little warning or whether we have none, or whether it be a localized 
war, that we can expand more quickly by having excess capacity in 
the plants that are running so that they can be put into the second 
shift or maybe the third shift. 

Mr. Sruuts. All of your plants now have excess capacity ? 

Mr. Suarp. Practically all of them, yes. 

Mr. Sruuts. None of them are running three shifts? 

Mr. Suarp. Right to capacity, no. 

Mr. Jackson. On critical items 

Senator Ture. I was going to ask this further question. In other 
words, you could be running a plant at 1 shift a day, or an 8-hour 
shift out of the 24, using all the tools and all the available space, 
but if you desired to step that up, you could go to a 3-shift or a 24-hour 
period, using the same tools, the same space, and the same facilities, 
to get that increased production under the same roof ? 

Mr. Suarp. Yes,sir. We could do it very quickly that way. 

Senator Toye. Yes, because you would have all the tools; you would 
have everything geared up. The only difference is that you close 
down for a certain number of hours in the day, whereas otherwise it 
would only be a matter of a shift going off and another one coming on. 

Mr. SuHarp. Yes, sir. 

Mr. Jackson. Also, Mr. Chairman, on your critical weapons, we in 
most cases have multiple sources, which is another method of expand- 
ing our base. 

{r. Sruits. Now, one thing that occurs to me here: As your tools 
are being used for current production, is there not a wearing out of the 
tools? Don't they sometimes get worn out from use? 

Let us say after we have had these tools, the $63 million worth of 
tools that you bought this year, and they have been in a full production 
run for a couple of years; then the emergency hits. Are they as good 
as brand new tools? 

Mr. Suarp. I think they are. That isa very good question, because 
the real danger of storing tools is that they become completely obsolete. 
A tool that is kept in production is usually maintained in its best qual- 
ity, and furthermore, if it needs modernizing, it can be modernized 
while it is operating. 

If it becomes completely obsolete, you know it right away, and then 
you discard that tool and put in a more modern one. 

For that reason, we feel that it is. better to have the tool in production. 
Of course, we must keep a close eye on these tools to know that they can 
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still produce for 2 or 3 years under vital conditions 24 hoursa day. We 
have to watch that. 

But normally a tool will not deteriorate much in 2 or 3 years’ time. 

Mr. Struts. We will not be caught, then, you think, with a bunch of 
tools that have seen their best years of life? They are not like auto- 
mobiles, which presumably at some point become a one-horse shay and 
fall apart ! 

Mr. Suarp. That isright. No, I would not be worried about that. 

Mr. Stouts. In your statement you said that you have awarded con- 
tracts in the last year for $63 million under your buy-and-use program. 

Mr. Suarp. Yes. 

Mr. Sruits. How many of these were the long lead-time elephant 
tools # 

Mr. Suarp. I do not know the exact number, but they are all long 
lead-time tools. 

Mr. Srutts. Well, all tools are long lead. 

Mr. Suarpe. I mean, these are extremely long lead times, 18 months 
and longer. 

Mr. Srouuts. So they are all looking, not for production on lines to- 
day, but on lines that you will have set up 3 years from now ? 

Mr. Suarp. To elaborate a little on that, there was almost a 2-year 
study made with hundreds of re resentatives of the aircraft industry 
and the machine-tool industry, w ae worked on this program to develop 
the types of tools that would be needed 2 or 3 years from now, as best 
neu could judge, and would fit into the ov erall manufacturing pro- 
gram, and not into any particular plant. And it took about 2 years to 
standardize on a tool which could be used in Boeing as well as in Repub- 
lic Aviation and in other aviation companies to see that it had enough 
travel, enough length, and enough speed and enough horsepower to 
handle the new kinds of materials that were « ‘coming in. 

So one of the reasons for the delay that I mentioned was that it re- 
quired a terrifically careful study to be sure, even though we were going 
to store the tools, that we had the tools that we would need when we 
stored them. It was really a major problem. 

That was one of the reasons om this long delay which you referred 
to, as I understand it, because it took so much study to find out which 
one of these enormous elephant tools that you are talking about should 
be ordered and just what type of tools we would need. 

Mr. Sruurs. Congress was led to believe for a couple of years that 
you had a pretty strong list, and even $100 million was absolutely 
minimal, and that you could use much more much faster if Congress 
had only given it to you. 

Mr. Suarp. My impression was that each time the list was firmed 
up, some rather knowing group in industry would find objections 

to it, or it did not feel that it was a sound list, so that we had to 
revise it, which was done a good many times even after I became 
interested in the program. 

Mr. Srutts. So you feel that industry should take the responsi- 
bility for a great deal of that delay rather than the services? 

Mr. Suarp. Well, I would rather say that they should be given 
credit for helping us get the right kind of list of tools, which took 

more time than people thought it would take originally. 
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Senator Ture. The fact that you were not confronted with an 
immediate emergency permitted you to stand back and take a good 
look to determine whether we want to acquire all of these tools as 
we know them to be today, or whether we are anticipating a change 
in some of this equipment as of the next month or the next 6 months ¢ 

Mr. Suarp. Yes, sir; that is it. 

Senator Ture. I have been in some of these plants. I have seen 
some revolutionary methods of development involving the very struc- 
tural part of the equipment. I could readily see that any man with 
the responsibility of acquiring tools would have to stop and make 
certain that he had the best designed tool to meet the job or to give 
us the future service that we anticipate. 

Mr. Suarp. Yes. 

Senator Tuye. So you did have a lag after the Korean crisis that 

caused you to take a very careful look rather than to proceed with 
what you had previously designed as the best possible equipment or 
tool. 

Am I right in assuming that as being one of the reasons why you 
took a longer look than might have been expected at the time? 

Mr. Suarp. Yes, sir. I ‘think that is a very clear description of 
what happened. 

Senator Ture. I can visualize what problems you were confronted 
with in planning more scientifically for the future. 

Mr. Suarp. Yes, sir, that is exactly it. 

Senator Ture. Are there any further questions ? 

Mr. Sruurs. One further question. 

Are you pleased with the current state of your inventory? Do you. 
feel that it is up to what you need ? 

Mr. Swarr. No. I think we need to make more replacements in our 
tools than we are making now. However, I will say this, that we are 
instituting a very careful study of this problem which has not been 
completed yet except for this group of tools, of this extreme long lead- 
time group of tools, that we have completed the study on. The next 
study is being made on the simpler tools that are not such long lead- 
time tools, partially on the basis of finding tools that are more produc- 
tive to increase our productivity rather than our reserve. If we double 
the production of a tool, we have doubled our reserve in that tool’s 
capacity, so that we have not completed the program. We have an esti- 
mated amount in our budget this vear to take care of that at the 
present time. 

Mr. Struts. Has that been made public ? 

Mr. Suarp. No,sir. That will come out when the details of the 1957 
budget can be released. 

Mr. Sruurs. That has not yet been made public from the House 
Appropriations ? 

Mr. Suarp. That has not yet been made public. 

Mr. Sruurs. Do you feel that that is sufficient, if carried on for 
several years, to bring you up to snuff? 

Mr. Suarp. At the moment I think it is sufficient, although, as I 
understand it, the Department of Defense is going to ask for a con- 
tingency fund of about $100 million which they can use for this pur- 
pose. If the services, because of the fact that 1t takes a great deal of 
study to develop a really firm program, find that they have underesti- 
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mated their needs, and if they can justify those needs to the Depart 
nent. of Defense, they can dip into this reserve fund of approximately 
$100 million, which I think is a very sound way of financing it. 

It is awfully hard for us right now to decide exactly how much we 
can spend well. We can spend, of course, a great deal of money, but 
cainiies it wisely and well isa much more difficult thing. 

Mr. Stouts. So there will be a $100 million fund next year, as there 
has been this year, presumably ¢ 

Mr. Suarp. I understand the Department of Defense is requesting 
that fund. 

Mr. Stuurs. One more question, if I might, Senator. 

Are any of your tools on lease to private firms for work on civilian 
production ? 

Mr. Suarp. I would rather ask Colonel Carter that. 

Colonel Carrer. There are some, but very few. 

Mr. Sruxts. Very few? Tens or hundreds or thousands? Do you 
know, Colonel ? 

Colonel Carter. Numbers of companies or numbers of tools, are you 
speaking of now ? 

Mr. Struuts. Either way. 

Colonel Carrer. I would say that the number of leases to concerns 
that are using them on commercial work is less than 10, 

Mr. Struvrs. Less than 10 concerns? 

Colonel Carter. Yes. 

Senator Ture. The nature of that tool, is it a special tool, one hard 
to obtain or costly in its design ? 

Colonel Carrer. I do not think, Mr. Chairman, that that is the 
criterion that is used for it. If we have a production line set up, and 
have an anticipated requirement for it later on, or a partial require- 
ment at the present time, we feel it is advantageous to have a setup 
whereby that operator can utilize those tools, and we retain that pro- 
duction capability there. ; 

You see, when you root up a line and move it out at some time, it 
takes you an extended period of time to get it back under reconnais- 
sance. But again, those leases that authorize use on commercial 
products are approved on the line. They are under the same restric- 
tion as ODM imposed. 

Senator Ture. Thank you. And thank you, Secretary Sharp. 

Mr. Swarr. Thank you. 

Senator Ture. The next witness will be R. H. Fogler, Assistant 
Secretary of the Navy. 

Secretary Fogler, if you will come forward, please. 

Good morning. 

Mr. Focrer. Mr. Chairman, I would like to introduce to you Captain 
Aldridge. 

Senator Ture. Captain, sir, good morning. 

Mr. Foeter. He is the Assistant Chief of Naval Material, and direc- 
tor of production of that office. 

And Mr. Weisbecker, head of the Industrial Tool and Equipment 
Branch of the Facilities Division in the Bureau of Ships. 

Senator Tuyr. Thank you, sir. 

You may proceed, Secretary Fogler, in just whatever manner you 
desire. 








80 MACHINE-TOOL PROGRAM 


STATEMENT OF RAYMOND H. FOGLER, ASSISTANT SECRETARY 
OF THE NAVY (MATERIAL) 


Mr. Footer. You have already, Mr. Chairman, told the people 
who Iam, so I will omit that from my statement. 

Senator Tuyr. Thank you, sir. 

Mr. Focter. The Assistant Secretary of the Navy (Material) is 
responsible for the establishment of policy and direction of all matters 
relating to the industrial and material support of the Navy. This in- 
cludes production, procurement, facilities and supply management. 

Mr. Chairman, I am very happy to have this opportunity to share 
with you the views of the Navy regarding machine tools. To evaluate 
military programs for machine tools, it is important to review briefly 
the history of the programs for machine tools and production facilities 
from World War II to date, in order to emphasize key factors which 
must receive attention if we are to achieve more effective production 
and assure sound planning for possible mobilization. We use the term 
“machine tools” to mean metalworking items which cut, form, abrade, 
or shape metal. 

Machine tools have long been very important to the Navy. We recall 
how urgently they were needed for the production demands of World 
War II and Korea. The reason the need was so great during Korea, 
so shortly after the World War II buildup, is an interesting subject. 
In seeking an explanation for the shortages in 1940-43 and in 
1950-51, we find that certain factors appeared before or during both 
emergencies. Five of these factors deserve mention : 

(a) The limitation of funds for machine tools during peacetime. 

(6) The depressed condition of the machine-tool industry in the pe- 
riod immediately preceding the emergency. 

(c) Difficulties in forecasting accurately the requirements for spe- 
cific types of tools. 

I should mention here, Mr. Chairman, that in a recent letter to Sena- 
tor Sparkman,” I advised that we feel that we can now reasonably ac- 
curately predict what our needs will be. 

Senator Ture. Very good. 

Mr. Foeter. And that is primarily because the further development 
of what are the current weapons of war is in a different stage than it 
was previous to the Korean emergency and World War II. 

To go back to the text: 

(zd) Major technological developments in military end products. 

(e) Long-lead time required to produce many types of machine 
tools. 

After World War ITI, Government policy required the services to 
dispose of nearly all the war-acquired tools and it was not until late 
in 1946, that the Director of the Office of War Mobilization and Re- 
conversion authorized the services to initiate a reserve program by 
selecting equipment then in the hands of War Assets Administration 
and Reconstruction Finance Corporation. However, definite restric- 
tions prohibited the services from taking the so-called critical types. 
These were reserved for reconversion of industry to serve the civilian 
economy. These 1 strictions were maintained administratively even 


® See appendixes 10 and 10a, p. 186. 
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after the enactment in 1947 of Public Law 364, which specifically pro 
vided for the establishment of an industrial equipment reserve. As a 
result, the services could not acquire a balanced reserve to meet their 
needs. The Navy did obtain some 40,000 items of machine tools and 
production equipment prior to Korea, but was not able to obtain a 
full complement of essential general purpose and tool-room equip 
ment. This equipment is, of course, essential, especially during the 
initial buildup of mobilization production. 

Senator Tuyr. Mr. Secretary, would you mind an interruption at 
that point ¢ 

Now, it was not many years between the close of World War II in 
1945 and the Korean emergency, and yet you were definitely short 
because the sentence reads: 

The Navy did obtain some 40,000 items of machine tools and production 
equipment prior to Korea. 

If you were in such great need that you had to have these 40,000 
items just prior to the Korean era, what happened to all the tools 
that were available at the close of World War II? 

Mr. Footer. I can comment on that somewhat from the history 
that I have learned since being part of the Navy Secretariat. 

Senator Tire. Yes. 

Mr. Foeier. Certainly a very large percentage of all the tool that 
were in the hands of the Government were made available to the public 
and were sold to the public for civilian use. I think possibly Captain 
Aldridge or one of my associates can give you more information as 
to what action, and how it was taken, in the Navy to acquire the 
40,000 tools. 

Senator Tuyr. Yes; the reason [ raised the question was that | 
wanted to establish for the record whether our policy today is a 
different policy from the policy pursued immediately after World 
War II, because at that time it was a shutdown, a disposal, with no 
inventory, and today you are pursuing a different course; am I right / 

Mr. Focter. That is correct, sir. 

Senator Tyr. Because today you are endeavoring to make certain 
that you do not take the unwise action that will dispose of your in 
ventories and leave you in dire need should another emergency force 
action. 

Mr. Foctier. That is correct, sir. 

Senator Tuyr. So the policy that you are pursuing now is an orderly 
current inventory, close supervision, and a modern tool that will receive 
the power of the first switch that you threw in causing a maximum 
stepup in the whole production plant? 

Mr. Foeier. That is our objective, sir. 

Senator Tuyrr. That is most commendable. 

Mr. Foctrr. To go back to my statement, realizing the shortcom- 
ings in our reserve, the Navy made efforts to budget funds under indus- 
trial mobilization planning to procure a limited quantity of the kinds 
of tools which we knew might be needed. However, it was not until 
Korea, fiscal year 1951, that funds were authorized for buying machine 
tools. Thus, we had a reserve which was numerically fairly large, but 
it was not properly balanced to meet the current program needs. We 
were able to accomplish much with this limited reserve but much more 
could have been accomplished, and accomplished more quickly, if it had 
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been possible to acquire a limited quantity of key items during the 
years when the machine-tool industry needed the business. 

In general we feel that the machine-tool program of the Navy has 
been effective. During the years preceding Korea, the Navy followed 
a policy of putting its tools in a ready-to-use status and these tools 
were earmarked for specific mobilization production programs. 

It is particularly important to note that many of the World War 
II military production machine tools were still available in the econ- 
omy at the outset of Korea, but large numbers of them were not im- 
mediately available for military production. The “guns and butter” 
concept of the Korean mobilization policies, permitted, and even en- 
couraged, substantial civilian production, together with increased 
military production. 

When fighting began in Korea, certain production programs were 
given top priority. The Navy reevaluated the allocation of its tools, 
and made tools not required for urgent Navy programs available for 
use by the other services. From June 30, 1950, through March 1953, 
the Navy withdrew from reserve 40,900 items. Of these approximately 
11,500 were made available to the Army and Air Force for their 
production programs. Industry has on many occasions commended 
the Navy for the manner in which it handled its reserve tool program. 
In fact, the machine-tool industry itself received many Navy reserve 
tools during the Korean build-up. Most of these tools have since been 
returned to our reserve stock. 

New problems have arisen due to advancing technology. Modern 
military end items require far more heavy, high precision machining 
than was required by the earlier weapons of World War II and even 
of the Korean war. In the event of a major war, these vital areas 
would experience serious deficiencies in machine-tool equipment: 

(a) Airframes: The airframes of World War II were primarily 
riveted together from sheet metal parts. The airframes now in pro- 
duction are, on the contrary, primarily made up of large parts 
machined from heavy plate on large “sculpturing” machines. 

Senator Tuyr. If you do not mind an interruption at that point, 
too, Mr. Secretary, that is what I had in mind when I said to stop and 
take a good look at what you needed, because some of that has come 
since the Korean conflict came to an end. You had to reexamine 
what you were then proposing to construct and what the tool require- 
ments would be for the new type of structure. 

Mr. Footer. That is correct, sir. 

Senator Tuyr. And that is what is involved right here in this 
paragraph. 

Mr. Focter. Yes. 

(6) Jet engines: The demand for higher power jet engines re- 
quires a large number of big tools for turning, boring, and drilling 
at.a high degree of precision. 

(c) Steam turbines and reduction gears for ships: Ships for an- 
other war must be more powerful and faster. This results in a 
greatly increased demand for steam turbines and reduction gears. 
Careful and detailed studies have shown that as of this date, the 
combined facilities of all manufacturers would fall far short of pro- 
ducing our mobilization needs for these items. 
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To make modern airframes and jet engines, requires, in large 
numbers, tools of types which have been developed since Korea. 
These include skin mills, spar mills, contour mills, and profile mills. 
For modern ship propulsion, we need large high-precision equipment, 
often referred to as “elephant tools.” These include very large lathes, 
boring machines, drilling machines, and gear cutters. 

A study carried out in the Business and Defense Services Admin- 
istration of the Department of Commerce indicates that in the event 
of an all-out emergency much of this load would fall on 12 or 15 
firms. In the event of complete mobilization, the known demand 
for tools will immediately give orders to these companies beyond 
their capacity to produce within a reasonable length of time. In 
like manner, the demand for supporting, but equally critical, general 
types of machine tools will be far beyond the capacity of the re- 
mainder of the industry to meet. The greater the damage done by 
the enemy to our industry, the greater the need for increased pro- 
duction of replacement mac thine tools. 

A further factor which increases the difficulty in getting adequate 
machine tools for war production is the fact that the automobile 
industry is moving into much more extensive use of high-performance 
single-purpose tools. Officials and engineers of the automobile in- 
dustry have repeatedly emphasized the fact that the tools which 
are now being installed for automobile production have limited con- 

vertibility for war production. The only tools in the plants which 
will be useful in an emergency will be a limited number of single- 
purpose tools and the relatively small number of general-purpose tools 
used in these plants. 

These new problems and many, if not all, of the old problems 
that caused machine-tool shortages during the last two emergencies 
have been recognized. To the best of our ability, action is being 
taken to insure a reasonably high degree of readiness. The new 
machine-tool policies recently formulated by the Office of Defense 
Mobilization and the Department of Defense are directed to this 
end.?!_ They include one objective which is particularly relevant 
here—that of assuring us that we will have an adequate industrial 
mobilization base of machine tools when we need them. Tmplemen 
tation and funding of this objective will provide the machine-tool 
orders which will do much to maintain the machine-tool industry in 
vigorous condition necessary to enable it to execute rapidly the tre- 
mendous task which will be generated by any mobilization which may 
be forced upon us. 

We know that certain machine tools must be on hand before an 
emergency. Many of these must be in operation, or ready to go into 
operation, at the exact time we are forced to mobilize. To this end, 
the Department of Defense has provided policy guidance to augment 
the reserve tools we now have with ‘ ‘packages’ “and “sts andby lines” 
of machine tools wherever deficiencies in production capacity occur for 
selected critical military end items. Thisisa continuing program. At 
least once each year the “packages” and “standby lines” on hand will 
be reviewed for adequacy and for obsolescence that may have devel- 
oped. New packages of tools and tools for existing packages are to 
be budgeted by the individual services. 


21 See appendixes 2 and 3, pp. 132, 133. 
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The Navy recognizes the urgent need for a healthy machine-tool 
industry ready to furnish the quantities and types of tools needed dur- 
ing an emergency, and is working on a budgetary program with the 
objectives which I have mentioned. 

Mr. Chairman, I am available for questions. Captain Aldridge has 
a statement now. He will make it now or at your pleasure. 

Senator Ture. All right, Captain Aldridge. You may proceed. 


STATEMENT OF CAPT. EUGENE T. ALDRIDGE, USN, ASSISTANT 


CHIEF, OFFICE OF NAVAL MATERIAL, DIRECTOR OF THE PRO- 
DUCTION DIVISION 


Captain Atpriver. Mr. Chairman, I am Eugene T. Aldridge, Direc- 
tor of the Production Division, Office of Naval Material. Under the 
Chief of Naval Material, I am responsible for effectuating the policies 
for production of material throughout the Naval Establishment as di- 
rected by the Assistant Secretary of the Navy (Material). My office 
is the focal point within the Navy for all machine-tool matters. 

The military and civilian industrial capacity we have in being must, 
of course, fill our current readiness needs and also bear the brunt of our 
initial efforts during any all-out emergency. Here is a brief summary 
of the status of Navy-owned machine tools: 


WHAT WE HAVE 


The Navy owns approximately 155,500 machine tools with an acqui- 
sition value of $991 million. 


WHERE THEY ARE 


(a) In use (Naval Shore activities, contractors’ plants, and Active 
Reserve plants) —138,300 items, valued at $835 million. 

(b) Stored on site of its intended mobilization use—3,900 items, 
valued at $29 million. 


(c) Stored in central storage—13,350 items, valued at $127 million. 
“PACKAGE PLANT” EQUIPMENT 


The Navy has a total of 38 “package plant” or package plant pro- 
grams. These consist of 8,600 machine tools valued at $127 million. 
By the term “package plant” we mean a complement of Government- 
owned equipment which is assigned to a specific program and plant, 
and which, either as an entirety or when combined with equipment 
owned by the contractor for the plant, will be capable of producing at 
a specific level a military end item or component. These packages are 
stored either on the site of their proposed mobilization use or in central 
Navy warehouses. 


NAVY-OWNED MACHINE TOOLS LISTED IN THE CENTRAL DEPARTMENT OF 
DEFENSE IDLE INVENTORY MAINTAINED BY THE PRODUCTION EQUIPMENT 
REDISTRIBUTION GROUP (PERG) 


The Navy currently has listed 17,600 idle machine tools in the cen- 
tral idle tool list of the Department of Defense. Of these, 8,600 tools 
are those earmarked for packages. 
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Since a central list of idle tools was established in September 1951, 
the Navy’s participation has been as follows: 
(a ee  stacnsmenenneceawe ._. 33, 400 
(b) Allocated for use of Army, Navy, Air Force, and Defense supporting 
Sl he dC emenetnthitbebeeseamen  eene 
(c) Deleted from inventory and declared surplus for redistribution or 
ee i eeemsensiniomsenerenicivenstoendiipciaied ._ 8,800 


(d) Balance of Navy tools remaining in central idle tool inventory a 
of this date RIE 


STORAGE AND PRESERVATION OF MACHINE TOOLS 


In addition to those machine tools which are stored and maintained 
on the site of their intended mobilization use, the Navy stores reserve 
machine tools in six central warehouses. 

The Navy is well aware of the benefits of dehumidified long-term 
storage. In fact, it pioneered in developing this technique. At the 
present time, over 65 percent of our idle reserve machine tools are in 
dehumidified storage, either in entire buildings which are dehumid- 
ified or in dehumidified huts constructed within a large building. 

Under policy established by Department of Defense, each service 
has a continuing program of testing and reviewing its reserves to 
weed out obsolete tools and to insure that those that are kept are in 
good operating condition. Before we place used reserve machine 
tools in extended storage, they are disassembled, cleaned, tested, re- 
conditioned, and preserved. 

Senator Ture. Captain, if you do not mind the interruption at this 
point, these depots are dispersed so that they are not located in such a 
manner that they might go at one time if some emergency were to 
strike us? 

Captain Axprivce. No, sir. I can list them for you: The Navy 
Supply Depot at Clearfield, Utah; the Naval Supply Depot at Me- 
chanicsburg, Pa.; Scotia, N. Y.; Stockton Annex in California; 
South Charleston, W. Va.; and one at Lynn, Mass. So they are 
rather well dispersed, sir. 

Senator Ture. They certainly are. ‘Thank you. 


OBSOLESCENCE AND REPLACEMENT OF NAVY-OWNED MACHINE TOOLS 


Captain Auprince. Approximately 60 percent of the Navy-owned 
machine tools were manufactured during World War II or earlier. 
This fact is, of course, of major concern to us. The degree of tech- 
nological improvement of modern machine tools varies very markedly 
among machine-tool types. Many up-to-date tools outperform by 4, 
5, or 6 times their World War II counterpart. Others show less pro- 
ductive increase and only become attractive where high production 
schedules would make them economically sound. Age alone does not 
justify the replacement of tools. Many of our older 1 tage ¥ ew 9am 
tools are still able to satisfy the limited specialized use for which they 
are needed. 

For some time we have been concerned because of the adverse effect 
that obsolescent tools have on the costs and delivery schedules of our 
current productive effort, and will have on any all-out mobilization 
efforts. The magnitude of the Navy holdings of machine tools has 
dictated a judicious approach to a replacement program. 








86 MACHINE-TOOL PROGRAM 


A sampling of machine tools now in use by the Navy Bureau of 
Ships fadicaiad that most of their tools are from 11 to 15 years old; 
and that at current operating levels, it is economically sound to replace 
many of these tools now. We must, of course, add intelligent consid- 
eration of changing trends in military equipment so that each tool 
replacement follows a business decision based on many economic and 
planning factors. . 

We feel very strongly the importance of an enlightened and aggres- 
sive policy directed toward the modernization and replacement of 
obsolescent machine tools and facilities. Such a policy offers us the 
economic benefits of the high performance of modern tooling and also 
assists our important machine-tool industry to remain healthy and 
ready to expand efficiently should mobilization be forced upon us. For 
these reasons, I take great interest in the Bureau of Ships’ replace- 
ment study. We have high hopes that this approach can be utilized 
throughout the Navy. Only with modern up-to-date tools can we 
expect to produce economically the quantities of military end items 
needed to maintain our state of readiness and prepare ourselves for 
any further emergency. 

Unless you have questions now, Mr. Chairman, Mr, Alfred J. Weis- 
becker has prepared a statement of the results of the study to which I 
referred, and I will be glad to have him report to you at this time. 

Senator Tuyr. Thank you. We will hear Mr. Weisbecker. 

You may proceed, Mr. Weisbecker. 


STATEMENT OF A. J. WEISBECKER, HEAD OF THE INDUSTRIAL 
TOOL AND EQUIPMENT BRANCH, BUREAU OF SHIPS, DEPART- 
MENT OF THE NAVY 


Mr. Weispecker. Mr. Chairman, I am A. J. Weisbecker, head of the 
Industrial Tool and Equipment Branch, Bureau of Ships. I am 
responsible for implementing certain machine-tool policies for the 
Bureau that originate in Mr. Fogler’s office and the Office of Naval 
Material. 

Under directions from the Assistant Chief of the Bureau of Ships 
for Field Activities, I have conducted a study to determine what can 
be done to modernize our shore activities. 

During my presentation, I shall refer to certain charts. For those 
who have these yellow-bound folders, the charts are on the left side of 
the cover. For those who do not have them, I have some enlarged 
charts. 

Would you care to have those large charts shown, Mr. Chairman? 

Senator Ture. No. I believe that we all are furnished with sepa- 
rate charts; so you may proceed, and we will try to follow you. 

Mr. Weispecker. Good. 

1. Studies conducted by the Bureau of Ships comparing existing 
machine tools in our industrial activities with their modern counter- 
parts highlighted the need for a continuing replacement program pro- 
cedure in order to overcome obsolescence and maintain our industrial 
establishments on a high level of efficiency. Some of the basic informa- 
tion gained through these studies is as follows: 

(a) There are approximately $150 million worth of machine tools 
located in our 12 major industrial activities comprised of 11 naval 
shipyards and the naval repair facility at San Diego, Calif. 
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(6) Reviewing our actual replacement practice, total expenditures 
for the replacement of obsolete machine tools in our 12 major indus 
trial activities have averaged $1.5 million or 1 percent annually over 
the past 3 years. In fiscal year 1955, this figure dropped to approxi 
mately $400,000 and in fiscal year 1956, the amount in prospect is 
closer to $300,000. Should this trend of decreasing available funds 
continue, we would be confronted with an alarming rate of obso 
lenscence in our production shops. Maintenance costs would progres- 
sively increase with resultant lower productive efliciency and a waste 
of floor space and skilled manpower. 

(c) The Advisory Committee on Production Equipment, com 
monly known as the Vance Committee submitted a report on produc 
tion capacity to the Director of Defense Mobilization in January 
1953.22. This report estimated that an annual charge of 5 percent of 
the total valuation of plant equipment is required to maintain the 
inventory in reasonably modern condition. 

(d) Progressive industrial management, recognizing the competi 
tive advantage of modern machinery, takes advantage of replacement 
opportunities by setting aside annually from 8 to 15 percent of their 
plant equipment value to take care of obsolescence. 

(e) Were we to adopt a similar policy, we would spend $7.5 million 
per year in these 12 activities in accordance with the Vance Com 
mittee recommendation or a minimum of $12 million annually in line 
with industry practice. 

Mr. Stutts. Is that for the entire Navy, Mr. Weisbecker, or just 
for the BuShips? 

Mr. WetsBEcKER. No, sir. That was a sampling of our 12 major 
industrial activities under the control of the Bureau of Ships. 

Mr. Struts. Did anybody in the Navy extrapolate that to see what 
it might be for the entire Navy ? 

Captain Avpripce. We have not extrapolated that, sir. We are 
carrying on similar studies of other activities, but they have not 
progressed to the point that the figures could be put together and 
come out with any estimated results. 

Senator Ture. You may proceed. 

Mr. Weitssecker. 2. Technological advances made since the end of 
World War II brought about many improvements in machine-tool 
design. The introduction of tungsten carbide tooling, for example, 
made it possible to machine harder materials and increase production 
generally from 2 to 5 times. A table published by American Machin- 
ist. in 1953 showing the increased productive capacity of machine tools 
built in 1950 over their 1940 counterparts has recently been revised by 
the National Machine Tool Builders Association to reflect the status as 
of 1955. Column 2 of the following Bureau of Ships table of com- 
putation factors incorporates these increases. The following specific 
examples reported by our naval shipyards not only confirm the rell- 
ability of these factors but, in the case of these two examples, far 
exceed the indicated averages. 


2 See appendix 1, p. 115. 
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ExursitT 4 


Replacement program, machine tools (SCC 3411-$418)—Computation factors 
(new equipment) November 28, 1955 




















| Increased | Primary | : 
| 3 . 
on | production | service life nee 
. number | capacity (years) at Gh, 
Machine tool factors (line 17) | (line 20) 
(1) (2) (3) (4) 
Boring machines (3411): 
Vertical, including vertical turret lathes (under 
i Ag the S88 AAR eS at Re 3411-21 | 3.5 15 13.0 
Vertical (66 to 100 inches) - . .__. cbebiidddes<ialese 3411-21 3.5 15 13.0 
WEIN (IU 00 BOE Rice ete pecccnwceneoecs 3411-21 3.5 25 | 8.0 
Vertical (14 to 20 feet) t._...----.----- eee 3411-21 | 3.5 30 7.0 
Vertical (25 to 40 feet) ...................-.... 3411-21 3.5 | 35 6.0 
OE ee ee eee 3411-11 2.0 | 15 | 13.0 
Horizontal, floor type (6 inches and above) !___.| 3411-13 2.0 | 30 | 7.0 
I couk valk heaine-<taleatphibiok maajedidta teeta eels 3411-40 1.2 | 15 13.0 
ID 666 et on ne cnaen cee vecseeeuttbbdaded 3412 | 2.0 15 13.0 
Drilling machines (3413): 
IE, Wiese kk cece nap dcc ce nocnata 3413-10 1.4 7 13.0 
IU IO a ei sich ct tina ech nnte bees 3413-20 1.4 17 13.0 
ti ahh te nana ain cine baba madubte 3413-30 1.3 15 13.0 
Radial (under 120 inches) _-___._....-_..-.----- 3413-40 1.2 12 11.2 
Radial (120 inches and over) !___._._-.....--.-- 3413-40 1.2 20 8.0 
We cccececcgctonsee tanto eee 3413-70 2.0 15 13.0 
Gear hobbers (3414): 
Hobbers (under 72 inches) ....-.........--..-.-- 3414-10 | 1.8 12 | 13.0 
Hobbers (72 inches and over) !..._..-..---...-- 3414-10 1.8 20 | 9.0 
Gear shapers (3414): 
Shapers (under 72 inches) - - --...............-..- 3414-20 1.6 10 13.3 
Shapers (72 inches and over) !__.......--..---- 3414-20 1.6 20 9.0 
Grinding machines (3415): 
External, cylinder (under 48 inches) .........--- 3415-10 2.0 12 13.0 
External, cylinder (48 inches and over) !........| 3415-10 2.0 20 9.0 
a ial on cham a winioeinh nevi 3415-20 1.2 10 13.5 
NE SE ET ET ee een 3415-30 1.6 15 13.0 
So; DRIES. oo phew cniereeeccocpeccs 3415-40 1.6 15 13.0 
‘Tecnmeniemeen ceil a a 3415-70 1.3 12 13.0 
Bench-floor stand, snagging -_-.................- 3415-80 13 15 13.0 
Lathes (3416): 
Automatic screw _- - Srunadecstaminess| Gene 1.3 ll 11.3 
Bench and floor, light ‘duty_ saan eas asians seiaceaians 3416-20 1.3 8 11.0 
Engine, heavy duty, toolroom (under 40inches)_| 3416-30 2.0 12 11.2 
Engine, heavy duty (40 to 50 inches)!_________- 3416-30 2.0 20 9.0 
Engine, heavy duty (50 to 84 inches)! ________-- 3416-30 2.0 20 9.0 
Engine, heavy duty (84 to 120 inches)!___..__-- 3416-30 2.0 25 8.0 
Engine, heavy duty (over 120 inches)!________.- 3416-30 2.0 30 7.0 
i CE inacepinnanicusseccicmesadae 3416-34 6.0 ll 11.4 
oe OS eee ae 3416-42 1.4 13 11.1 
Rah orencckectcebsdoonswces 3416-44 2.0 13 11.2 
Ee | | a a a en 3417 1.8 15 13.0 
Planer type (120-inch width and larger)!______- 3417-50 2.5 25 | 7. 
Planer type (7-inch bar and larger)!___________- 3417 2.5 30 | 9.0 
Planers (3418): 
PN). Slo soos 6. dS ede 3418-10 2.5 18 11.8 
Double peaaing (84 inches and larger) !_____._-- 3418-10 2.5 30 9.0 
RINGER Ue fare auh erecta ck tater garecne eee 3418-20 2.5 18 11.8 
Openside (84 inches and larger) t__...-----_---_- 3418-20 2.5 30 ) 
Plate edge (30 inches and larger) !__.____-__--- 3418-30 2.5 30 9. ( 
ee dss Dd. sii ded ei ceed ..---| 3418-90 2.5 30 9.0 
I Ee 3419-10 1.2 12 11.2 
Drawcut (47-inch stroke and ss cosee oe 3419-14 1.2 30 9.0 
tn asst 2 3 ated ook - he Fo Fic i atsareede~s 3419-17 1.0 | 12 11.2 
Slotter (60-inch stroke and MTT as | 3419-17 | 1.0 | 30 9.0 
Miscellaneous machine tools (3419) .-..-_-._---....- 3419 1.4 | 15 | 13.0 
Combination drawcut, boring, and dril] !__..__- 3419-15 | 2.5 25 | 0 








1 “Elephant” type tools. 


(a) Steel forging (Material 4340—Brinell 375-380) used for hold- 
ing anchor chains, known as carpenter stoppers. 

Old method: A milling ame sm of 1940 vintage equipped with a 
10 horsepower motor, removed 414 cubic inches of metal and required 
40 minutes machining time. Loading and unloading time was 314 
minutes. The overall floor-to-floor time was 4314 minutes. 
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New method: A modern milling machine designed for maximum 
utilization of carbide tooling and equipped with a 50-horsepower 
motor required 114 minutes machining time to remove the same amount 
of metal. The loading and unloading time was the same, 34 minutes. 
The overall floor-to-floor time was 5 minutes. 

The increased productivity of the new machine was approximately 
nine times faster than the old machine. ; 

(6) Nonstandard K-Monel metal taper pins. 

Old method: A turret lathe of 1940 vintage, equipped with a 10 
horsepower motor, required a floor-to-floor time of 5 minutes. The 
surface produced was unsatisfactory and required filing and polishing. 

New method: A modern lathe designed for maximum utilization of 
carbide tooling, equipped with a 15-horsepower motor, required a 
floor-to-floor time of 1 minute. The surface finish was satisfactory. 

The increased productivity of the new machine was five times faster 
than the old machine. 

By necessity, the present-day machine tools are of sturdier construc 
tion and are equipped with greater horsepower, higher feeds and 
speeds. In addition, automatic controls, many of which are elec 
tronically operated, have been incorporated in machine tools in keeping 
with the trend toward automation. Fewer operators, less floor space, 
and closer tolerances are assured through maximum utilization of 
these modern tools. In recognition of the progress thus made, a survey 
was initiated in an attempt to ascertain the obsolescent status of our 
machine tools. 

(a) Chart I: Facing is a composite picture of the major machine 
tools by types and age groupings in the inside machine shops of all 
11 naval shipyards and the naval repair facility at San Diego. It will 
be readily seen that the majority of the tools are in the 11- to 15-year 
bracket. This means that most of our tools predate the carbide age, 
that is, these tools are below the present standard for modern machine- 
shop practices. 
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(6) Chart II (below) : Using the vertical turret lathe as a typical 
example, we have some 177, 11 to 15 years old in our 12 major industrial 
activities. A comparison made of these 117 machines with the modern 
counterpart shows that 34 modern machines have the same productive 
capacity as the 117 machines now installed in our system. The savings 
in skilled manpower and floor space possible through replacement with 
modern machines are obvious. 
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(c) Chart ILI (below): By way of illustration, this chart empha- 
sizes the penalty we would pay in operating costs under one-shift full 
operation of the obsolete vertical turret lathes. One million two hun- 
dred and twenty-four thousand dollars represents the annual cost of 
operating 117 outmodeled machines aus compared to the opel ating cost 
of four hundred and eighty-four thousand dollars for the 34 modern 
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machines. In other words, we would stand to be penalized $740,000 

each year that we retained the obsolete turret lathes. There would also 

be a loss of 6,627 square feet of floor space and a waste of 207.5 man- 
ears. 

(dz) Chart IV (below): The annual loss of $740,000 incurred by 
nonreplacement, accumulated over a 2-year period, equals the net cost 
of the replacements. Therefore, we would stand to pay for the new 
equipment whether we replace the obsolete machines or not. 
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These were some of the considerations that prompted the Bureau 
in January 1955 to initiate a machine-tool replacement study. 

3. The basic procedure introduced by the Machinery and Allied 
Pea Institute 5 years ago and now widely used by industry for 
determining obsolescence was simplifield and modified to meet our 
specific requirements. The Bureau of Ships machine-tool replace 
ment study, utilizing the revised procedure and a newly designed 
analysis sheet, was launched in February 1955 covering the majo: 
machine tools used in the inside machine shops (shops 31) of our 
naval shipyards and the naval repair facility, San em, ¢ Calif. This 
represents 72 percent of all machine tools in these activities. Instruc- 
tions, factors, and guidelines were furnished for developing the data 
required to determine obsolescence and the adv isability of replacement. 

(a) The activities were requested to make their analysis based on 
full utilization or mobilization conditions, using 5,000 hours or 214 
shifts as the basis for comparing the potential of the existing equip- 
ment with that of the most modern available. 

(6) The analysis sheet is designed to show comparisons between 
the operating and capital costs of existing machine tools and those 
proposed for replacement. 
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Chart V (below) indicates that under mobilization conditions, the 
replacement of 7 obsolete vertical turret lathes with 2 modern machines 
would net a return on investment rao of 63 percent, annual sav- 
ings of $69,474.81, 12.5 man-years and 392 square sion of floor space. © 
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Crart V—a 
REPLACEMENT PROGRAM (ANALYSIS SHEET) 
OLO maACHinet TOOL OaTa 
eT i a tO em 


3 Is6" Lathes,Vertical Turret-20HP ea] 016317 | 16999 [13,443.19] 1040 
. 016428 | 18602 [13,222.40] 1942 


3 i" - z mi 25HP " 016429 18683 13,222.40] 1942 
016878 20766 13,191.00} 1042 
i? ° " 30HP " 016879 20767 13,191.09} 1042 


017039 19524 14,000.00 1944 
017138 19159 10,000.00) 1942 


crite tater en 


S8URS TERT (RGSUL Ts OF avaLysis) savings (a 


$109,694.30 










TOTAL (utaE #8) OY REPLACDNENT (Line 29) + 69,474,81 
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(1) The acquisition cost of old machines obtained from Plant Account 


Records, 


(2)Aequate records not available for data needed by Lines (4), (6), (7) & (8) 
(3) Re: Line (18) Machine (price obtained from dealer) $51,885.00 ea, 





Freight (Hartford)39,500# @ 1.17 hd, 462.15 ea. 
Est, Inetallation Cost ooo A 2,500.00 ea, 
Total Cost __—« $109, 694,30 
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(c) The reverse side of the analysis sheet (chart V—A), provides 
space for identification of the equipment being replaced, sums up the 
results of the analysis, and comments and recommendations pertinent 
to the tools under consideration. 








96 MACHINE-TOOL PROGRAM 


Cuarr VI 


Replacement program (summary): 11 shipyards and 1 repair facility, 
shop No. $1, fiscal year 1957 


line years) line 
(25) (11) 


Total Savings - Floor 
- t rect | space 
. ; ~~ Analysis | Total in- | annual | Percent 
New Settee Meets Number! sheet | vestment | savings aaeet er —- 
ee No. line (18) | line (24) a . 
| 























Duplicating machines___----_-- 10 | 1 $46, 800 $28, 341 60.6 5.3 20 
Engine lathes (under 16-inch | 

Co banch cs cbnsddatenpcces 94 2 | 949, 500 209, 070 22.0 45.3 1, 339 
RE eae ee 4a 3 | 289, 000 59, 169 0. 5 14.3 191 
Dg ee 1l 4 63, 500 12, 926 20. 4 3.0 17 
Contour sawing and filing__---- 1 15 5 90, 000 18, 192 20. 2 4.5 —18 
Honing machines - -- ----- aml 4 6 73, 500 14, 562 19.8 3.5 54 
Engine lathes (16- to 20-inch | | 

TE ccacthuriawseoatwenenss } 196 7 | 2,314,300 429, 837 18.6 | 97.0 4, 978 
Threading machines ----_.------ 13 | 8 | 100, 000 16, 680 16.2 4.3 100 
Milling machines, horizontal. --| 48 | 9 | 976, 000 123, 156 | 12.6 | 35. 1 1,612 
Turret lathes, saddle type...._- 55 10 | 1, 550, 500 190, 574 123 | 50.5 | 4,542 
Engine lathes (20- to 24-inch | 

RR eee 95 11 | 1,605, 000 160, 471 10.0 46.0 2, 752 
Turret lathes, vertical (66-inch 

swing and under) ___-_.--__--} 36 12 | 2,151,000 200, 723 9.3 67.1 3, 199 
Screw machines, single spindle_ 12 13 123, 000 10, 201 8.3 3.2 85 
Turret lathes, ram type-------- 104 14 1, 634, 500 109, 149 6.7 39. 7 3, 059 
Milling machines, horizontal, 

SIE nn cheeses Somes 9 15 | 234,990 15, 107 6.4 6.2 308 
Milling machines, vertical_-_._- 10 16 | 278, 400 12, 901 4.6 6.6 154 
Boring mills, horizontal, floor | 

type_.... ee ea apsonne 8 17 916, 200 42, 663 4.6 5.5 | 845 
Shapers and slotters___--------- 32 18 508, 000 17, 129 3.4 11.1 | 208 
Grinders, surface, reciprocating-_| 4 19 | 177, 000 | 4, 480 2.5 3.75 2 
Grinders, centerless-_-.-.......-- 4 20 74, 000 | 1, 388 1.9 1.5 0 
Grinders, surface, rotary -.-.-.-- q 21 | 214, 000 763 | . 35 3. 75 | 70.5 

IE cspniieres tonmemnnene 823 ennai | 14, 369, 190 | 1,677,482 | 11.67 | 457.1 [23,607 
| 





(d) Chart VI (above). The summary sheet, was designed to list 
by shops, items, results, and relative replacement advantage of each 
analysis. Item No. 1, for example, would be the item that indicated 
the greatest return on the investment. The last item on the summary 
sheet would be the one that promised the least return. Reviewing 
the summary sheet or sheets where more than one shop is involved, 
management has little difficulty when allocating funds in deciding 
where these funds can best be utilized to provide the maximum 
return for the money invested. 

4. The data submitted by the shipyards covering their replacement 
requirements for shops 31 in accordance with the BuShips instruc- 
— been reviewed and the following composite results deter- 
mined : 

(a) For mobilization requirements (5,000 hours or 214 shift op- 
eration), 2,474 modern machine tools will replace 3,496 existing obso- 
lete machine tools. This investment under mobilization would be 
amortized in less than 5 years and provide annual savings of 3,090 
man-years and 76,480 square feet of floor space. 

While it was originally intended and is still considered desirable 
that our study be based on the mobilization potential of the shipyard, 
budget limitations, at the time the study was made, restricted the 
first year’s consideration to the replacement of only those tools most 
commonly used under peacetime conditions. 

(6) For peacetime requirements, therefore, 2,000 hours or one- 
shift operation, 823 modern machine tools, representing 30 percent 





tT iis Aon 0 ad 


alae nilaiiee «Ties 





RP Us US eR Sr 


e 


18 
st 


B= 
it 


nea ine messi Aten 


a Pt 


mT tien PO + nh tn al Rats 


avs Lhe Dn atts ead ne 


MACHINE-TOOL PROGRAM 97 


of the total machines proposed for replacement in the inside machine 
shops of the 12 major activities will replace 218 obsolete machine 
tools most currently operated. The investment of $14,369,190 would 
be amortized in less than 9 years, again on a one-shift operation, and 
provide annual savings of 457.1 man-years and 23,607 square feet 
of floor space. Under mobilization, these same tools would be amor- 
tized (on a 214 shift operation) in less than 4 years. While 9 years’ 
amortization under peacetime operations is an across-the-board aver- 
age, some of these tools in the higher productive brackets would be 
amortized in less than 2 years. (See chart VI.) 

5. Consider the experience during World Wars I and ITI as indi- 
cated in the Vance report, namely, that the machine-tool industry 
could not adequately supply the demands of machine tools and other 
equipment which were required in the rapid buildup for war pro- 
duction. In the past, not only have we burdened the industry with 
high priority emergency orders for replacements of obsolete machine 
tools at the beginning of each emergency, but in addition, we demand 
extra machine tools for additional capacity, thus placing an even 
greater burden on the industry. 

Senator Toye. May I interrupt just at this point? 

Senator Duff will assume the chairmanship. Secretary Fogler 
and Captain Aldridge, I want to say that you have given us an excel- 
lent report. I think this report assures us that the Navy has cer- 
tainly proceeded not only as to inventory but also to package require- 
ments in order to ascertain what the needs are, and to plan for the 
future. [am very happy with this report. 

Mr. Focter. Thank you. 

Senator Tuyr. Senator Duff will proceed. I have to go over to the 
special committee. They have already started and are asking for me 
tocome. I am sorry that I have to leave you. I will read the reports 
of all those that have testified while I was not here. 

Senator Durr (presiding). Go ahead, sir. 

Mr. WeisBecker. 6. Summarizing, it is simple logic to phase our 
replacement of obsolete machine tools during peacetime, thus deriv- 
ing the obvious economic benefits of high performance, modern tooling 
and at the same time assisting our machine-tool industry to remain 
healthy and prepared to expand rapidly and efficiently should mobili- 
zation come. This would help to reduce the tremendous backlogs of 
machine-tool orders should a shooting war start. 

7. Although the foregoing discussion highlights the need for the 
orderly replacement of obsolete machine tools, the premise could be 
extended to apply equally as well to the replacement of all major 
plant account items of industrial shop equipment. 

Thank you. 

Senator Durr. Mr. Stults. . 

Mr. Struts. Mr. Secretary, you pointed out that the steam-turbine 
and reduction-gear program was one of our most serious shortcomings. 
The Vance committee also pointed that out just 3 yearsago. The ODM 
had a program, as I understand it, of about $70 million to round out 
these facilities. 

Do you know the status of that at the present time? 

Mr. Focter. It was not only an ODM program. It was a program 
as a result of cooperation between ODM and the Navy and the Busi- 
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ness and Defense Services Administration of the Department of 
Commerce. 

Mr. Srutrs. Yes, sir. 

Mr. Foeter. It is my understanding that the necessary papers have 
been prepared by the General Services Administration, which would 
be the procurement agency, but as yet the matter of financing the 
program has not yet been determined by the Bureau of the Budget. 

Mr. Sruurs. Then it is your understanding that Congress is not in 
this next couple of months going to get a request for this specific 
program ? 

Mr. Focirr. That has been my understanding, yes. 

Mr. Sruurs. Now, Senator Thye has indicated this subcommittee is 
very pleased with the orderly way in which the Navy has proceeded. 
As you have heard, questions have been asked of each of the services 
and of Secretary Pike, why the money given by Congress was not 
used. As I understand it, you got $14.6 million, and you used every 
penny of it; is that right? 

Mr. Foaier. Before we had obligated some $2 million of it. 

We were advised by the Office of the Secretary of Defense that these 
funds could be used only for tools that were put in inactive reserve, 
not for use. Not being familiar with some of the legal facets of this, 
my own personal interpretation had not been that, and while we did 
not obligate any of those funds for tools except for standby, I had 
been under the impression that these funds could be used for tools 
which might be used for current production, which seems to me is 
mobilization if they are making the end products which are going to 
be needed in the event of an outbreak of war. 

Mr. Srutts. So your mobilization reserve was of end items being 
made by the tools that you purchased under that reserve tool program ? 

Mr. Foctrr. Toa degree, yes, sir. 

Mr. Struts. Now, there is just one point. 

Incidentally, the committee will make your letter of January 6 a 
part of the record. (See appendix 10, p. 186.) You did note at that 
time that the Navy does have some reservations to the premise that the 
next war will be completely catastrophic, and it will be a 30-day affair. 

Mr. Focier. Well, I included that in the letter, because, while I have 
no background for making any assumptions as to whether or not we 
might have a 30-day war or a.3- or 4-year war, I thought it was from 
an insurance standpoint very unsafe to assume and make all the prep- 
arations on its being a short war. And if we knew that it was to be, 
certainly we should not spend large sums of money for tools which 
will make end-item products, ships, for instance, because perhaps even 
with the tools immediately available, ships might not be delivered for 
anywhere from 18 months to 3 years, or even longer. 

Mr. Struts. You feel, then, that these modern tools that you get to 
replace your obsolete or less efficient tools will serve the dual purpose of 
getting us ready for any sort of emergency 

Mr. Focrer. That is correct. 

Mr. Srutrs. Whether it is short run or long run. 

Mr. Weisbecker, in his testimony, stated that about $12 million an- 
nually is required just to modernize and to replace the tools in these 
installations that he covered—the 12 major industrial activities, $12 
million. Would it be in the nature of twice that or 10 times that for 
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the entire Navy? Is there any sort of estimate at all that you, Mr. 
Secretary, or the captain might give ? 

Mr. Footer. I would not able to give that at the present time. I 
assume that if we can give it for this one, we could provide you with 
an estimate. But I believe from what the captain ha already said, 
at this time, it would have to be an estimate. 

Mr. Srutts. So that you would rather not say whether it would be 
twice or 10 times or 100 times? 

Mr. Focter. I just do not have the information to say, and unless the 
captain wishes to state otherwise, I would prefer that he not say, be- 
cause he has already made the statement that we have not made any 
further studies. So it would have to be an estimate, and an estimate 
made on the spur of the moment here, I believe, would be less than 
satisfactory. 

Mr. Stutts. Then the committee, with Senator Duff’s approval, will 
ask that you submit that, and we will include it in the record. 

Senator Durr. Very well. 

(Following is letter dated February 24, 1956, from Mr. W. H. 
Fogler, Assistant Secretary of the Navy (Material) supplying the 
requested information :) 


DEPARTMENT OF THE NAVY, 
OFFICE OF THE SECRETARY, 
Washington, February 24, 1956. 
Hon. Epwarp J. THYE, 
Chairman, Sube ommittee on Relations of Business with Government, 
Select Committee on Small Business, 
United States Senate, Washington, D. C. 

My Dear SENATOR THYE: At the machine-tool hearings on February 8, 1956, 
you requested information on the estimated annual funds that would be required 
to carry out a Navywide machine-tool replacement program based on extrapola- 
tion from the Bureau of Ships study. 

You will recall that the study indicated : 

(a) That the Bureau of Ships would require $7.5 million annually if 
the Vance Committee 5 percent (of total valuation of their machine tools) 
factor were used; and 

(b) That the Bureau of Ships would require a minimum of $12 million 
annually if the machine-tool replacement practice of progressive industrial 
management were followed (i. e., an 8 to 15 percent replacement factor). 

Extrapolating from this, we determine that on a Navywide basis: 

(a) $49.5 million would be required annually under the Vance Committee 
recommendations ; and 

(ob) A minimum of $79 million would be required annually if the 8 to 
15 percent machine-tool replacement factor of progressive industrial manage- 
ment were followed for the whole Navy. 

May I take this opportunity to thank you for your kind reception of our state- 
ments and the machine-tool replacement study at the hearings. I hope that the 
information supplied above for inclusion in your record of the hearings will 
satisfy your requirements. If it does not, please do not hesitate to call on me for 
any further information needed. 

Sincerely yours, 

R. H. Foorrr, 
Assistant Secretary of the Navy (Material). 


Mr. Srutts. However, for the 12 activities that you have made a 
complete study on, you said it would cost anywhere from $714 million 
to $12 million. 

In your budget for fiscal 1957, does BuShips get anywhere near 
that much for those activities to bring them up to snuff? 
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Mr. Focier. The Bureau of Ships’ request for machine tools is not 
adequate to do the job completely that we feel the study has indi- 
cated should be done. There is included in the Bureau of Ships’ 
budget the request for money for this purpose throughout the Bureau 
of Ships’ activities. 

Mr. Struts. So that those will be used for the long-lead-time tools 
for replacing the most obsolete where you can show the best record 
of savings? I would assume that these are not necessarily one and 
the same. 

Mr. Focrrr. I would prefer that a technical person answer that 
question rather than for me to try to answer it. 

Captain Atpringe. May I, Mr. Secretary ? 

Mr. Focier. Yes. 

Captain Aupriper. Those are not necessarily the same tools, sir. 
The fond that we are discussing at the moment are for replacement 
and while the decision will be made administratively by the man- 
agers of the programs, it would be assumed that they would choose the 
machines that would give the greatest return in savings. 

Mr. Sruurs. And at the same time have the newest, best, big, long- 
lead-time ones also available ? 

I assume that this is also of consideration, as well as dollar savings? 

Captain Aupripce. The funds would have to be used for one pur- 
pose or the other, and not for both, sir. The longer lead-time tools, 
as you indicated earlier, not only need not be necessarily, but per- 
haps more likely are not, the same tools. 

Mr. Srutts. I have no further questions of the Secretary, Senator 
Duff. 

Senator Durr. Thank you very much. 

Who is the next witness ? 

Mr. Stutts. Mr. James Kelley. 

Incidentally, I might also announce that the committee will include 
Secretary Sharp’s letter of January 13 in the record as we have also 
Secretary Higgins’ and Secretary Fogler’s. (See appendixes 9 and 
9a, p. 185.) 

Mr. Keiiry. Are you ready? 

Mr. Stutts. Yes. 

Mr. Ketter. Senator, I would like to introduce Mr. Joseph Owens, 
who is vice president of the association, and general manager of the 
J. F. Owens Co. in Syracuse, N. Y.; and Mr. H. R. Hansen, who is 
with the William K. Stamets Co., in Pittsburgh and Cleveland, and 
president of our association. They are here to help answer any ques- 
tions you might have. 

Senator Durr. Very well, Mr. Kelley. 

Proceed, please, sir, if you will. 
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STATEMENT OF JAMES C. KELLEY, GENERAL MANAGER, AMERI- 
CAN MACHINE TOOL DISTRIBUTORS’ ASSOCIATION; ACCOM- 
PANIED BY J. F. OWENS, JR., PARTNER AND GENERAL MANAGER, 
J. F. OWENS CO., SYRACUSE, N. Y., AND FIRST VICE PRESIDENT, 
AMERICAN MACHINE TOOL DISTRIBUTORS’ ASSOCIATION; H. R. 
HANSEN,” VICE PRESIDENT OF WILLIAM K. STAMETS CO., PITTS- 
BURGH, PA., AND CLEVELAND, OHIO, AND PRESIDENT, AMERI- 
CAN MACHINE TOOL DISTRIBUTORS’ ASSOCIATION; AND E. J. 
SEIFREAT, SEIFREAT-ELSTAD MACHINERY CO., DAYTON, OHIO 


Senator Durr. Mr. Kelley, will you proceed, sir. 

Mr. Ketiey. Very well. 

My name is James C. Kelley and I am general manager of the Ameri- 
can Machine Tool Distributors’ Association. This association com- 
prises some 190 independent companies with offices in over 110 cities 
throughout the United States and Canada. The companies engineer, 
sell and service new machine tools. 

Before.coming to the association, I spent several years in the Office 
of Naval Material advising on machine-tool problems. Thereafter, I 
served for a time as Deputy Director of the Metalworking Equipment 
Division of the Business and Defense Services Administration of the 
Department of Commerce. 

In the interest of conserving time and avoiding duplication of the 
subjects which Mr. Bergstrom has covered, I shall confine my remarks 
principally to those phases of mobilization planning which concern 
management of the industrial facilities owned by the Department of 
Defense. I shall comment briefly on elements of maintenance, mod- 
ernization, leasing, disposal and procurement as they relate to our 
mobilization readiness. 


I. MODERNIZATION OF THE MOBILIZATION BASE 


Mr. Bergstrom has mentioned the Vance plan and the elephant-tool 
reserve program, and he has also commented on the recently announced 
policy which calls for the use of reserve machine tools in current pro- 
duction. I am entirely in accord with the views he has expressed. | 
should like to make some further comments and suggestions on the 
continuing fon of keeping both reserve and active machine tools and 
production lines in complete readiness for any emergency. 

Actually, and as the committee will understand, the country’s true 
mobilization base is much larger and broader than the reserve machine- 
tool packages, the production lines and the inventories that represent 
inactive production capacity. At any given time, the mobilization 
base is the country’s entire industrial potential, and nothing could be 
more plain than the need to keep this potential at a maximum. 

In this connection I should like to refer the committee to one of the 
most important recommendations of the Advisory Committee on De- 
fense Production which prepared the well-known Vance plan.” The 


22a See joint statement of Mr. Hanson and Mr. Louis Polk, president, American Machine 
Tool Distributors’ Association, on price escalation in machine-tool procurement which 
appears in this record as appendix 12, p. 189. 

See appendix 1, p. 115. 
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Committee recommended “that our mobilization capacity should be 
kept in an up-to-date condition in order that it may be activated quickly 
should an emergency occur.” The Committee also said in speakin 
of the policy of maintaining the mobilization base: “A determine 
program to keep production capacity in an up-to-date condition is an 
indispensable corollary. If the capacity is not so maintained it can- 
not be an effective substitute.” The same general thought is repeated 
in other parts of the Committee’s report. 

In other words, the Vance committee emphasized again and again 
that the country’s mobilization base must be kept up-to-date. If it 
is not kept up-to-date, the country’s industrial potential and hence its 
strategic power will decline both absolutely and relatively in compari- 
son with the other great powers. 

From my experience in Government, and more recently in the 
machine-tool industry, I am convinced that the country has not yet 
adjusted its thinking and planning in the productive equipment field 
in such a way as to keep its industrial potential at a maximum. In 
order to see this clearly we must examine the situation in both industry 
and Government, and it will appear that neither private industry nor 
Government has taken full advantage of the modern tools now avail- 
able. Why haven’t they? 

A. Modernization in private industry: First, let us consider the 
position of private industry. Until last year, with the exception of 
the short periods during World War II and Korea, private industry 
had difficulty finding justification for increasing its investment in 
modern machine tools. In particular, the Treasury Department’s un- 
realistic tax depreciation policy made it very difficult to recover the 
cost of an old machine before a new one was needed, and many business- 
men believe they cannot buy a new machine before the old machine 
has “paid out” or has been written off for tax purposes. The result 
was that industry generally made old machines “do” even though they 
were less efficient and more costly to operate than the new modern 
equipment available. 

I grant that such statements may seem inconsistent with reports 
about the industrial progress which has taken place in the automotive 
industry and in a limited number of other industries. Here the com- 
mittee will recall the recent hearings on “automation” held by the 
Joint Committee on the Economic Report. These hearings and the 
attendant publicity for “automation” have made an impact in many 
Government circles. They left the impression that all of American 
industry is geared with modern, highly productive machine tools. 
Unfortunately, the facts do not support any such conclusion. 

If time were available, I could present many statistics to show 
that the country’s basic industrial plant is in large part obsolete. I 
believe, however, that the committee will see the seriousness of the 
situation if it will bear in mind these facts: More than half the ma- 
chine tools in service in the United States are over 10 years old, and 
20 percent are more than 20 years old. Since these old machines were 
made as the Bureau of Ships so very cleverly and excellently put it 
this morning, there have been countless developments and improve- 
ments even in the least complicated general purpose machines. By 
conservative estimate, it costs the Nation at least a billion dollars a 
year to retain obsolete machines in its metalworking industries. 
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Senator Durr. Do you think that the reason for this, in the final 
analysis, is the failure of the Government to allow proper write-offs 
at the right time ? 1 

Mr. Ketiry. With regard to private industry, I think that has had 
a major effect ; yes, sir. 

When these facts are mentioned, someone always comes forward 
with the statement that the situation is getting better and we an 
worrying about past history. Are we? Before Korea only abou! 
43 percent of all machines were 10 years old or older: today the figure 
is around 55 percent. These figures reveal an unfortunate trend which 
will take many years to reverse even with a more enlightened tax 
depreciation policy. , 

B. Modernization in Government: Turning to the part of the mobi- 
lization base that is made up of Government-owned machine tools, the 
situation is little better. 

Here I think we must begin with the historical fact that Govern 
ment shipyards and arsenals, and contractors holding Government 
owned facilities, have traditionally produced the weapons of war at 
the outset of an emergency on equipment which was obsolete or near 
obsolete. In past emergencies, the Government has always started 
with the tools left over from the last emergency. It has not been cus- 
tomary to buy new machine tools for defense during peacetime. We 
have waited, unfortunately, until we are in, or just about in, a shooting 
war. 

While there is no accurate statistical means available to show pre 
cisely what the Government spent for capital goods between World 
War II and Korea, it. is obvious that the rate of replacement was only 
an insignificant fraction of what was needed. There is little evidence 
to show that the situation has changed materially since Korea, and 
with the Government owning about one-fifth of the Nation’s machine 
tools, the obsolescence of Government-owned machine tools is becom- 
ing a serious and urgent problem. We hope the new policy statement 
and the testimony before this committee indicate a significant change. 
As this committee knows from its earlier studies of machine-tool 
shortages, the industry was required during both World War II and 
Korea to produce enough machines not only to reconvert civilian 
plants and tool up additional capacity but also to replace large num- 
bers of obsolete Government machines which were inadequate to meet 
the job at hand. This situation is likely to recur in the event of a new 
emergency, unless effective measures are taken now to avoid past 
errors. 

While Secretary Folger and other Navy representatives have re- 
viewed a little of the reserve program, I believe the committee will 
wish to consider the detailed experience of the industrial equipment 
reserve program after World War II. In spite of many difficulties, 
the military departments were able to acquire a reserve of machine 
tools after World War II which was numerically rather large— 
something over 100,000 items for the 3 services. But let us take a 
closer look: What was done with these tools? Some of them were put 
in excellent condition and served a very useful purpose in bridging 
the gap at the outset of the Korean emergency. But a larger number 
were allowed to sit where they happened to be. and their rehabilitation 
when the emergency was actually under wav created almost as much 
of a problem as having no reserve tools at all. Still other machines in 
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the industrial equipment reserve were utilized during the war 
peacetime years for current production purposes and were partly worn 
out when the emergency struck. And others remained in reserve all 
through Korea because they were designed to do World War II jobs 
which no longer existed. 

C. Recommendations: I should now like to examine what has been, 
and can be done now to modernize the country’s industrial plant. As 
far as private industry is concerned, there have been a few halting steps 
which we hope will help to reverse the trend of obsolescence. 

First, the Treasury Department has liberalized the tax regulations 
and its practice as to recognition of the obsolescence factor, thereby 
making more realistic depreciation allowances possible. Second, the 
Congress made provision in the Internal Revenue Code of 1954 for de- 
preciation according to the sum of the years’-digits and the double 
declining balance methods, both of which permit more realistic initial 
writeoffs than the conventional straight-line method. In consequence, 
the Treasury’s tax depreciation policy is no longer so much of an im- 
pediment to the replacement of machine tools and other capital equip- 
ment. 

Senator Durr. To what extent does it still remain so? 

Mr. Ketter. I beg your pardon, sir? 

“wee Durr. To what extent does that policy still remain a deter- 
rent $ 

Mr. Kettry. Our industry has had only a relatively short span of 
1 year’s experience with this new policy, sir. It is difficult to answer 
the question without having a little more experience. There are evi- 
dences that there should be more rapid writeoffs in some areas, but we 
have not had enough study to give you a solid answer that could be con- 
clusive at the moment, sir. 

One thing is crystal clear: If industry is to increase efficiency, pay 
fringe benefits, create new wealth, make better products, and at the 
same time pay a $35 billion defense bill each year, we cannot depend 
on old machinery to do it. National security, as well as economic 
health, dictates the need for depreciation allowances that will assure 
constant replacement of old and obsolete equipment. If the present 
provisions prove inadequate, they should be liberalized—and quickly. 

I might add that if it had not ‘roe for the temporary tax amortiza- 
tion program of World War II and Korea, the de of obsolescence 
of our machine-tool plant would be even greater than it is now. Not 
only our defense potential but our peacetime industrial growth as well 
have been given a tremendous impetus from the increased expansion 
of facilities which resulted from tax amortization. 

Let us now examine what can be done about Government-owned 
machine tools. 

It has often been said that Government is not in business to make a 
prod From this it is said to follow that there is no eeeer or need 

or the Government to modernize its facilities. This is fallacious think- 
ing that has been costing the taxpayers millions of dollars. Govern- 
ment’s interest in modern equipment lies in economy of production and 
ny to produce the required weapons in the time needed. These we 
must have, and talk of Government profits is irrelevant. 

It is also often said that the Government can get along without the 
most productive modern machines and that there is no need to burden 
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the taxpayers with the cost of modern machine tools when old or less 
expensive and less productive machines can be made to do. One 
fundamental these misconceptions ignore is the increasing need for 
equipment which will hold the precise tolerances jenna in newer 
weapon production. Many of the obsolete machines in our arsenal 
today are incapable of meeting these exacting requirements; and they 
become less effective with each passing year. The investment required 
to bring about a progressive modernization program is insignificant 
in terms of our annual defense budget. A relatively small investment 
in modern machine tools could mean a difference of many months in 
achieving mobilization production. 

Senator Durr. What do you mean by “relatively small ¢” 

Mr. Ketxey. The ultimate expenditure as we see it, based on what 
we have been told constitutes the total Government inventory of 
tools, could run between $400 million and $500 million a year, as 
against $35 billion for the defense budget. 

Mr. Srutts. In the nature of 1 percent, then, perhaps, of our total 
budget ? 

Mr. Ketiry. That is the ultimate as we see it at the moment. 

Of course, modernization plans for Government tools will differ 
from those of industry. In general, the two basic categories, inactive 
reserves and active facilities, will govern the approach. 

With regard to reserves, the new Department of Defense policy 
covering acquisition, retention, and maintenance of reserve equipment, 
if followed, will do much to correct some of the past deficiencies. The 
Department’s proposals for increased inspection and testing of reserve 
tools are particularly noteworthy. When these proposals are carried 
out, there should be no guessing about the capabilities of a reserve 
machine tool. The proposal for reevaluating reserve capabilities at 
least once a year is also sound. 

We are also pleased to note the new provisions for converting 
reserve machines to the production of new weapons as the weapons are 
designed. This is an important change. I think it is very important. 
As the design of end products changes and new products appear, re- 
serve machines should be rebuilt or altered so that they can manu- 
facture the new products. In other words, we feel that reserve tools 
must be keyed to the weapons the Government intends to produce. 

There is, nevertheless, one particular deficiency in present Defense 
Department policy which the industry thinks should be remedied. 
First of all, present policy permits the retention of a machine if it is 
in such a condition that it is economically feasible and practical to 
rehabilitate it. The policy therefore tends to the retention of machines 
that are not ready for the production for which they are being held. 
But from past experience we know that you cannot depend on machine 
tools that are only half ready to do a job. They must be ready before 
they are needed. Machines that are inadequate should be rebuilt or 
replaced when their inadequacy becomes apparent. 

Government-owned machine tools located in active Government in- 
dustrial installations and contractors’ plants present a somewhat dif- 
ferent problem from reserve machines located in Government arsenals, 
standby plants, and warehouses. This problem is very similar to 
that faced by private industry, and the approach used by private 
industry will work just as well. In private industry, it is a prime 
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responsibility of the plant manager to keep abreast of the new ma 

chines or processes that might be ‘used in his plant. He is constantly 
surveying his present equipment and deciding what is most in need 
of immediate replacement, what is next, and so on, ve ry similar to 
what the Bureau of Ships has proposed here this morning. Generally, 

he calls in a local machine-tool distributor to help him with the appli 

cation engineering and to evaluate the old versus the new. The result 
is a regular replacement schedule arranged in sequence. Plant man 

agers submit modernization plans regul: irly to their companies’ top 
management to see how much of the program can be currently under- 

taken and what must be scheduled for following years. As applied 
to Government-owned machines in private plants, contractors should 
be required to formulate this kind of program and present it to the 
Government on a regular basis. 

Our industry can comment on only one program designed expressly 
for modernization of Government industrial facilities. That is the 
program you have heard about from the Bureau of Ships this morning. 

Mr. Sruurs. Why can you comment on only that one 4 

Mr. Ketxey. It is the only one that has been furnished to us in 
detail, in order that we might have the basis for evaluation. 

Mr. Sruurs. You know of nothing similar being done by the Army 
or the Air Force or the other bureaus of the Navy / 

Mr. Ketter. We understand that the other services are also study- 
ing the problem. We have been consulted on them briefly. We, how- 
ever, feel that their programs have not progressed to the point where 
they « ‘an furnish detailed information to us. Therefore, I feel that 
we are incapable of giving you an intelligent comment, sir. 

The information that has been furnished to us by the Bureau of 
Ships demonstrates conclusively that the Bureau's thinking is sound 
and its planning is well organized; the results it will obtain from 
modernization of facilities will very certainly accrue to the public 
benefit. We believe that all Government agencies could serve the 
public interest by devoting a portion of their time and appropriations 
toward replacing their obsolete facilities with modern equipment along 
the lines of the program of the Bureau of Ships. 

What is needed is a dynamic all-out attack on the problem at all 
levels in every department. 

The Bureau of Ships has made an excellent start. We suggest that 
the committee follow the progress of this program and we hope other 
agencies will soon follow its lead. 

At this point, I should like to refer to a problem which has under- 
mined Government machine-tool programs in the past and may do so 
again. I refer to the unfortunate lack of followthrough. Many pro- 
grams are well conceived, but for want of the proper drive, they tend 
to fall far short of ultimate completion. 

If the Government is to have a worthwhile modernization and re- 
placement program, it must have not only the support of Congress 
and the executive agencies but there must be close Government- industr Vv 
cooperation as w ell, And industr y must spend a great deal of time in 
helping the departments determine what should be replaced, and 
where the greatest economies can be obtained with the smallest ex 
penditure of money. Our industry continues to stand by to be helpful 
in any way wecan. At present, however, the historical lack of follow- 
through and drive presents an obstacle to close cooperation between 
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Government and industry. Many companies want to cooperate in 
modernization programs, but there is a question in many minds as to 
whether Government plans ever bear fruit—whether they are not 
just more paperwork. In the past when modernization plans have 
been proposed, there has always appeared to be something else more 
urgent, and for want of drive, sufficient funds have rarely been made 
available to ‘arry such programs forward to a successful conclusion. 
Recent testimony would indicate that even the money that is appro 
priated is not being spent for these purposes. 

In the view of the machine-tool industry, there is clear evidence that 
the expenditure of funds to assure a modern industrial base will return 
far greater dividends than almost any other expenditures of compara 
ble magnitude. But modernization programs are necessarily long 

range. “They are not something that can be approached on a one-year 
or one-shot basis; they must be a continuing philosophy of equipment 
management; this philosophy must motivate all echelons of govern- 
ment. Modernization programs should not be allowed to come off 
second best in the budgeting process; they should be given a priority 
position in overall] planning ‘and budgeting. 


II. PHYSICAL MAINTENANCI 


At this point, I should like to make a distinction between the problem 
of modernization (which involves both replacement and the rebuild 
ing and rehabilitation of semiobsolete machines) and the problem of 
maintaining modern machines in first-class physical condition. 

With regard to physical maintenance of reserves, the military de- 
partments have adopted what appear to be sound programs to care for 
the productive equipment which became idle after Korea, They 
started out this time with the premise that reserves of machine tools 
1ad to be maintained in good condition. Provision was accordingly 
made before contracts were cut back or completed to care for the tools 
not needed in current production programs. 

As a result of experience gained in handling reserve tools prior to 
Korea and the retention of a nucleus of trained personnel during the 
Korean emergency, the three services were well equipped: to proceed 
in an orderly “fashion. Reports from various members of this indus- 
try and others who have visited military installations being moth- 
balled lead to the conclusion that the services are doing an excellent 
job of preserving equipment for extended storage. 


IV. THE LEASING OF GOVERN MENT-OW NED MACHINE TOOLS 


An increasingly important element in the management of the 
mobilization base is the matter of Government leases of machine tools. 

A great many Government-owned machine tools are on lease to 
priv ate industry for defense production purposes. There are also a 
number of cases in which reserve tools have been leased to private in- 
dustry for nondefense purposes. 

For several years the machine-tool industry has urged the Govern 
ment to establish uniform procedures for leasing machine tools for 
defense purposes and to establish rental rates at the level of rates 
charged under commercial leases. 
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Under present policy, contracting officers determine on a case-by- 
case basis what machines, if any, should be furnished defense con- 
tractors, and on what basis. As might be expected, the lack of uniform 

licy with regard to leases has led to inequities and discrimination 

tween individual contractors. It has also led to leases at rates far 
lower than commercial rentals without any corresponding benefit to 
the Government. This in turn means that some contractors have ob- 
tained unjustified competitive advantages over others. It often hap- 
pens that small-business concerns are the victims of this kind of com- 
petitive disadvantage. 

On January 14, 1955, the Department of Defense issued instruc- 
tion 4215.2 covering the rental of Government-owned machine tools. 
Among other things this instruction provided for increasing rental 
rates up to 2 percent per month of the acquisition value for newer 
machines. When this instruction first appeared, it was thought to be 
a step in the right direction. As matters have turned out, however, 
there are just too many escape clauses in the instruction. So far as 
the industry is aware, there have been few, if any, leases made on a 
2 percent basis. 

The plain fact of the matter is that Government machines are being 
leased to private companies at substantially less than the going com- 
mercial rate. Generally 1 percent of acquisition cost is the usual Gov- 
ernment rental per month. But this is much lower than the rental 
rates charged in the most favorable industrial rental plans available. 
This has been explained and proved to the Office of Defense Mobiliza- 
tion and other Government agencies, yet to date we have not been 
able to obtain the acceptance of what is a plain fact. 

It is believed that once the various Government agencies under- 
stand and accept the rates and principles used in private industrial 
leasing, they will be in a better position to judge properly what Gov- 
ernment rental rates should be. We sincerely hope this point can be 
resolved quickly. If the Government continues to lease machine tools 
at the arbitrary and unrealistic rate of 1 percent per month of acquisi- 
tion cost, it is wasting the taxpayers’ dollars besides creating discrimi- 
nations and improper competitive advantages for certain contractors. 

Besides leases a tmaumant machines for defense purposes, there 
have been leases to industry for commercial purposes. To date, only 
a limited number of machines have been approved for commercial 
leasing under the Office of Defense Mobilization policy governing 
nondefense leases, but increasing pressure to maintain equipment 
in an installed condition, together with reduced budgets for main- 
tenance, is meee to produce an increasing number of applica- 
tions for commercial Jeases. Here again, there are no uniform cri- 
teria to guide the operating agencies. 

As the industry sees the picture, present policy regarding commer- 
cial leases is based to too great an extent on a few individuals who 
must weigh each case against unknown standards. In the industry 
view, definite standards should be established and applied through- 
out the Government. In particular, uniform rental rates which do 
not give holders of Government equipment unfair competitive ad- 
vantages should be established for both defense and nondefense 
leases. 
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Vv. SURPLUS DISPOSAL 


The sales of surplus machine tools from the close of Korea to date 
have been managed much better than at the end of World War II. 
In this, the concept of establishing reserves before and not after 
they become surplus has been a contributing factor. In addition, the 
military departments have sought the counsel of all elements of the 
machine-tool industry, as well as machine-tool users in deciding 
what should be sold. The result has been reasonable checks oa 
balances to minimize the economic impact of surplus sales. 

In every instance where we have found disposal actions that seemed 
out of line, the Department of Defense has promptly investigated 
and resolved the case on a fair basis. 

The need here is not for change but to continue the present 
program. 

VI. PROCUREMENT REGULATIONS 


Finally, I should like to mention an important, and quite simple, 
mobilization measure that should be taken. I have in mind the need 
for the simplification of the procurement forms and regulations 
relating to machine tools. 

During the Korean emergency, the forms and regulations appli- 
cable to the purchase of military end-items were used without much 
discrimination in the purchase of machine tools. This led to a great 
deal of confusion, especially among the smaller members of the 
industry. 

Most small machine-tool companies had done very little Govern- 
ment business during the depression period 1946—49, and they there- 
fore had no opportunity to become familiar with the complications 
in Government procurement which grew up in that period. Then 
in 1950 and 1951 they were suddenly faced with the flood of Govern- 
ment orders scarcely any two of which were alike. Those that hap- 
pened to be alike had to be read paragraph on paragraph and page 
on page to determine that they were alike. They may have been 
ma eae for use in ordering large quantities of aircraft or tanks 
from large corporations having staffs of procurement experts, but 
for small machine-tool companies, they raised all sorts of questions 
which could not be answered by the company’s regular selling organ- 
izations. In consequence, the owners of many small companies found 
much of their time taken up with the fine print, controversies over 
what it meant, and other uncertainties of defense orders. 

The single most serious difficulty in this area arose out of the lack 
of an acceptable escalation clause. Most machine-tool companies felt 
that they could not take orders a year or more in advance, for ma- 
chines to be delivered months later, without such a clause in a period 
when cost increases were inevitable and underway. 

Beginning in 1952 the machine-tool industry began discussions with 
the Defense Department looking toward a simplification of the regu- 
lations governing machine-tool procurement. But today, 4 years after 
the Korean shortages, there has been virtually no simplification of the 
regulations. Machine tools are still being bought as ihonah they were 
tanks. One of the Departments has recently insisted upon an esca- 
lation clause that would cause a repetition of all the unnecessary 
Korean difficulties in the event of a new emergency. 
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In view of the reduced volume of machine-tool procurement, the 
complexities of the procurement regulations are temporarily being 
tolerated. But if there were to be a flood of orders comparable to 
those of 1951, the complexities would again contribute to a machine- 
tool shortage. The answer lies in the issuance, as a matter of mobili- 
zation planning, of simplified procurement regulations applicable to 
the purchase of machine tools. 

Finally, there is one point I wish to mention because of its importance 
to the distributors’ segment of the machine-tool industry. There is 
evidence that there may be a recurrence of the problem we thought 
had finally been resolved in World War IT, when the War Department 
questioned the need for distributors in the procurement of machine 
tools, and seriously considered directives requiring procurement activi- 
ties and defense contractors to deal directly with manufacturers rather 
than with distributors. 

We think this is an area which will be of particular interest to this 
committee because nearly all machine-tool manufacturers for reasons 
of economy and efficiericy find it desirable to utilize distributors to 
market their equipment in some or all areas of the United States and 
Canada. In fact, many manufacturers, particularly the smaller com- 
panies, would find it economically impossible to market their equip- 
ment without distributors. 

In the industry’s traditional working relationship, the distributor 
is an integral part of the manufacturers’ sales organization. He oper- 
ates as though he were a branch office of the manufacturer he has 
contracted to represent. In the day-to-day commercial business of 
the machine-tool industry, this technique has worked successfully and 
economically for many years.. The distributor is the essential link and 
liaison between customer and builder in engineering, sales, installation 
and servicing machine tools. 

We have recently been assured by the Defense Department that 
there is no intention, despite some recent indications to the contrary, 
to disrupt the traditional relationships of distributors and builders. 
We stress this point not only because the continuation of these small- 
business enterprises depends upon a recognition of the distributors’ 
functions, but also because we know, as the Government learned in 
World War II, that effective procurement of machine tools in an 
emergency is dependent upon this traditional distribution system. 


VII. THE VANCE PLAN 


I have now completed what I had planned to say when I came to 
Washington to testify, but after having listened to the other wit- 
nesses, I have one final comment. 

My comment has to do with the changes in the original concept of 
the Vance plan which Dr. Flemming and the Defense Department 
representatives have mentioned. The question in my mind is whether 
the changes do not signal a return to the policy which existed before 
the Vance plan. As I understand it, the services were always free to 
find funds in their general appropriations with which to buy addi- 
tional productive capacity, and T recall that when I was working in 
the Navy Department after World War II, programs of this kind 
were actually put into operation: But this was not enough, as we 
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very well learned during Korea. The Vance plan was designed to 
supplement the regular service programs and fill in a demonstrated 
deficiency. 

Now, as I have said, we may be back where we were before the Vance 
sag ba I shall have to add that there are two main differences. The 
irst is negative: We may have lost 3 good years in which we could 
have done much more in building a firm production base. The remedy 
here is special concentration on production capacity during the next 
few years. The concentration should begin with such existing pro- 
grams as the elephant reserve program, the turbine and turbine-gear 
program, and the other programs with which you are familiar, and 
which you have heard in testimony here the last 2 days; but it should 
go beyond those programs. The budgeting for production capacity 
contemplated under the new policy should be given an extremely high 
priority so that this time there will be ample appropriations which 
in turn will be translated into actual expenditures. 

On the positive side, the three services now have directives from a 
very high level of the Government to concentrate upon increased pro- 
duction capacity. The failure to build such capacity before Korea 
was undoubtedly due in part to a lack of central direction, and it is 
the industry’s hope that this direction has now been provided. As 
both Mr. Bergstrom and I have already suggested, we feel that this 
committee could serve a most useful purpose by following the pro- 
posed budgeting process very carefully to make sure that it leads to 
something more than the limited programs for productive capacity 
which preceded the Vance plan. 


CONCLUSION 


I greatly appreciate the opportunity to appear before you on prob- 
lems which so vitally affect the national security. And I should like 
to say that the industry fully understands and appreciates the contri- 
bution to the national security this committee has made, and is making, 
by its continuing investigations and reports on machine-tool problems. 
As Mr. Bergstrom has observed, the machine-tool industry is made up 
very largely of small-business concerns, and it has therefore come more 
to look to this committee as a major point of contact in its relations 
with the Government. : 

T shall now attempt to answer any questions that you may have, sir. 

Senator Durr. You made a very clear statement. I congratulate 
you on the presentation. 

Mr. Ketiey. Thank you, sir. 

Mr. Stvuuts. I think he is also a constituent of yours, Senator. You 
did not know that when you made the compliment. 

Senator Durr. I would have made it even stronger then. 

Mr. Ketiey. Thank you. 

Mr. Srutts. One question, Mr. Kelley. Did you have during the 
period from 1953 to 1956, the impression that the Vance plan was as 
restrictive as these preceding witnesses from the services seemed to have 
indicated ; that is, that tools could be bought with those dollars only to 
lie away and be put into mothballs ? 


% See appendix 11, p. 189, for subsequent letter from Mr. Kelley relating to the question 
of depreciation reserves. 
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Mr. Keuuey. I think you have to look at the Vance plan as a total 
plan and distinguish between the plan as a total plan from the appro- 
priations requested under the reserve tool and facilities appropriation. 

I do not believe that in reading the Vance plan, or any understand- 
ing I had of it, the concept of the Vance plan itself was as limited as 
the appropriation legislation provided. 

Mr. Sruurs. That appropriation legislation was put in at the in- 
stance, was it not, of the any it was not just some idea that Con- 
gress brought up out of the air? 

Mr. Kexiey. That is my understanding, sir. 

Senator Durr. Senator Saltonstall, we are glad to have you here. 

Mr. Struts. I think Mr. Foulke has some questions to ask the witness. 

Senator Durr. Proceed. 

Mr. Fou.tke. Mr. Kelley, I wonder whether you or your colleagues 
could give us a rough idea of what the depreciation rate, that is, per- 
centage, is for private industry in keeping their machine tools modern ¢ 

Mr. Keutey. I think that the testimony of Mr. Weisbecker answered 
that question, that it varies, depending on the type of industry and par- 
ticular situations involved, in the neighborhood of 8 to 15 percent. 

Do you support that? 

Mr. Owens. Yes. 

Mr. Hansen. I think that is reasonably correct. 

Mr. Stutts. So that 8 to 15 percent of our machines that we have in 
our Government reserve, their value, should be replaced each year to 
keep the machine-tool inventory fully modern and up to date? 

Mr. Ketiey. Yes. 

There is one point that I think you have to keep in mind here, re- 
garding the estimate of the total ultimate cost that this program 
would involve. As we see it, I think you should carefully analyze 
precisely what you are going to accomplish. I think the approach 
that the Bureau of Ships has taken is excellent, because what they 
are doing is crawling before they are walking. I think that the ulti- 
mate appropriations will depend on the extent and rapidity with 
which you can study and analyze specific needs, instead of using a 
wide-brush approach without any specific analysis of what you want. 

Mr. Sruuts. Do you think that the Bureau of Ships’ approach, 
however, may leave unanswered the problem of meeting future needs 
for weapons that perhaps supervisors of tool rooms down at the 
activity level have no concept of ? 

Mr. Kewiey. I think that there are two facets of the thing, and they 
proceed concurrently. One is the analysis of the needs for the future 
as new weapons are designed, and presumably under the new policy 
concepts, we are going to constantly evaluate our reserves and our 
existing facilities as they relate to the weapons needed now and in the 
future. The replacement works concurrently with that. 

Oftentimes you will replace the old equipment with equipment that 
is not the same as the item you are replacing, but rather with some- 
thing that is needed above and beyond the current needs. 

Mr. Sruuts. So there has to be good internal communication be- 
tween your Bureau of Ships’ activities, let us say, at San Diego and 
your top strategic research people, and National Security Council 
determinations? 

Mr. Ketiey. Yes, sir. 

Mr. Srutts. Is that all ? 
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Mr. Foutke. One final question. 

Mr. Kelley, do you have any views or recommendations as to 
service budgeting procedures relating to this problem! Specifically, 
should money be set aside in each department for a replacement pro 
gram in order not to compete out of an overall pot against, say, an 
aircraft carrier or a B—-52 ¢ 

Mr. Kerry. That question is one which I do not think the industry, 
as an industry, has views on. I think that the prime consideration 
is that there must be continuous drive and carrythrough. Whether 
you budget for it as a part of the overall departmental appropriation, 
identified as a separate item, is of little significance, except that it 
must be emphasized as a philosophy of management rather than com 
ing out second best or presented as a second priority item in the 
budgeting process. I think it is an integral part of any budgeting 
process. As a personal opinion, I believe that budgeting through the 
individual departments 1s a much more sound approach, and I am 
pleased to see the change in the Department’s philosophy on that 
score. 

Mr. Stutts. Speaking for the industry, will you folks support the 
military services and the departments when they come up to Congress 
and ask for funds which will not result in end items but tooling ? 

Mr. Ketiey. To the extent that we can support them, we will give 
them 100 percent support, sir. 

We start with the support in the original analysis as it is now, right 
at the shipyard, and at the contractor’s plants, and we will carry that 
support as far as we can. 

Mr. Struts. I ask that question because I think it is very often 
sasier to justify the appropriation of X millions for an end item, that 
“we are turning out 1 B—47 or 1 B—-52, or 1 aircraft carrier.” It is a lot 
tougher to have a nebulous concept that, “we are tooling up a line that 
in the case of emergency can turn out a B—52 at some remote time in 
the future.” 

Mr. Kettiery. I think we ought to get away from the philosophy 
that this is a nebulous concept. I think that this is a very immediate 
and a very urgent concept that has to be kept in mind concurrently 
with the end items. 

It is the beginning, as Mr. Bergstrom announced in his testimony, 
of any mobilization program and if we are not ready at the beginning, 
we just are not going to fight the war. 

Mr. Struts. Mr. Bergstrom mentioned the problem of imports of 
machine tools. Has your distributors’ organization taken a position 
on that? 

Mr. Kettry. No, sir; I think Mr. Bergstrom has stated the in 
dustry’s position. 

Mr. Sruuts. On foreign tools, are there distributors that fulfill the 
same purposes that you folks do for American-built tools? 

Mr. Kettry. Yes. 

Mr. Stvurts. Thank you. 

Senator Durr. No more questions ? 

Senator Saltonstall ? 

Senator Sarronstaty. No. 

Senator Durr. Thank you, gentlemen. 

(Whereupon, at 12:15 p. m., the subcommittee adjourned. ) 
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APPENDIXES 


APPENDIX 1 
PRODUCTION Capacity: A MILITARY RESERVE 


A report to the Director of Defense Mobilization by the Advisory 
Committee on Production Equipment, January 1953 


LETTER OF TRANSMITTAI 


JANUARY 12, 1953 
Hon. HeNry H. Fow er, 


Director, Office of Defense Mobilization 

Deak Mr. Fow er: Your Advisory Committee on Production Equipment submits 
this final report on the results of its studies. 

The basic question before us has been how best to fill the gap between existing 
production capacities and those which would be needed to meet end-item require 
ments in the event of full mobilization. We believe that in answering this 
question we have also supplied the best available answers to the more specific 
problems we considered relating to the production equipment industry itself 

We have arrived at the conviction that the best interests of the Nation will 
be served by substituting, to the greatest extent practicable, additional production 
facilities for stockpiles of military end items. 

We note the action taken by you and by the Secretary of Defense, in including 
in the Secretary’s budget for fiscal year 1954 funds to begin procuring special 
and long lead-time production equipment. This provision is in accord wtih the 
philosophy we have evolved. 

We wish to express our pleasure in having had the opportunity to make this 
inquiry. 

Respectfully, 
HAROLD 8S. VANCE, 
Chairman, Advisory Committee on Production Pquipment. 
CLAY P. BEpDFoRD, 
W. H. P. BLanpy, 
MANLY FLEISCHMANN, 
LeRoy Lures, 
Lewis L. STRAUSS, 
K. B. Wore, 
Tuos. J. CRAVEN, 
Executive Secretary 
I. SUMMARY 


The Advisory Committee on Production Equipment is convinced that capacity 
to produce is, in fact, a military reserve of the highest order. We propose, there- 
fore, that the policy of the Government, in preparing for a mobilization period, 
be to substitute, to the greatest extent practicable, production capacity for the 
stockpiling of military end items. We recognize that in most cases total sub- 
stitution will not be possible. 

To insure the effective application of this policy, we recommend— 

That the Department of Defense be required immediately to redouble its 
efforts to complete a statement of phased mobilization end-item requirements 
that is within the range of the known resources of the country, and there- 
after continually review and revise these requirements as necessary. 

That the additional production facilities needed to carry out the proposed 
policy be created without delay. 
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That production facilities for mobilization be maintained in an up-to-date 
condition, ready for rapid activation in case of emergency. 

That where deficiencies exist in capacity to produce heavy production 
equipment, the Government take every means at its disposal to stimulate 
creation of the needed capacity by private industry, and if these efforts fail 
because the capacity needed is found to be commercially nonsupportable, the 
Government itself create and maintain this capacity. 

That the Department of Defense set up specific procedures, and other ex- 
ecutive agencies take whatever action is necessary, to comply with this policy. 

That the Congress be requested to take whatever action is needed to con- 
firm and support this policy. 

The policy we propose and the recommendations we make in support of it are 
in some respects a new approach to the task of maintaining a strong national 
defense over an extended period of time. We feel very strongly that the im- 
portance, to say nothing of the economy, of substituting production capacity for 
stockpiles of military end items must be recognized by the military departments, 
the civilian planning agencies, and the Congress. Only when this policy is fully 
accepted and applied to our mobilization efforts shall we obtain the highest prac- 
ticable degree of preparedness that defense appropriations can provide. 


Il. TOWARD MOBILIZATION READINESS 


Establishment of the Advisory Committe on Production Equipment on May 
16, 1952, grew out of the fact that in the Second World War and in the mobili- 
zation that followed the Communist aggression in Korea, shortages of machine 
tools and other production equipment proved to be serious obstacles to rapid 
buildup of equipped forces-in-being. 

The outbreak of a new war probably will not allow this country the necessary 
period of time in which to expand its production equipment industries and 
tool up its military production plants, such as it enjoyed in the First and 
Second World Wars. A real degree of national security, then, requires the 
establishment, prior to a theoretical M-day, of a substantial measure of indus- 
trial capacity to produce the munitions and implements of war. 

Accordingly, we were directed “to review Federal policies and programs with 
respect to machine tools and production equipment and make recommenda- 
tions to the Director (of Defense Mobilization) concerning the establishment 
of such policies and programs as may be required in order to assure (a) the 
availability of machine tools and production equipment to meet defense pro- 
duction requirements; (b) the maintenance of adequate capacity to produce 
machine tools and production equipment as part of the mobilization base; 
and (c) the maintenance of standby machine tools and production equipment, 
including methods of modernization, rotation or disposition of obsolete tools 
and equipment, to meet full mobilization requirements.” 


Objective—National security 


We have sought as our prime objective an increased measure of national 
security. We have investigated the machine-tool and production-equipment 
phases of industrial preparedness programs to meet both current and full 
mobilization requirements. We have sought to determine what remains to be 
done about machine tools and production equipment in order to shorten the 
time needed to reach the highest practicable degree of national security and 
reduce the cost of maintaining that level of security over a long span of years. 

While we have placed greatest emphasis on national security, we have not 
overlooked the tremendous importance of the economic aspects of preparedness. 
Practical limitations exist on the extent to which the productive resources of the 
Nation can be devoted to the security objective, particularly in the absence of 
an all-out war. The challenge, as we see it, is to obtain the greatest degree of 
national security with the highest degree of economy. 

Our study concerned primarily the machine tools and production equipment 
needed to meet defense production requirements and those segments of industry 
which produce such equipment. Our recommendations are directed principally 
to those particular segments of industry. Despite this limited field, the benefits 
of the recommendations should be reflected in the health of the production equip- 
ment industries as a whole. 

Initially, we sought to ascertain the mobilization requirements for so-called 
military hard goods, since they are the chief objective of preparedness measures. 
The next step would have been to determine the extent to which mobilization 
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production capabilities of present equipment and facilities could meet the require 
ments. Then, having measured the gap between capabilities and requirements, 
we could determine to what extent the gap could be bridged by establishing 
additional production equipment’ and facilities in advance of mobilization. The 
alternative would be the production and accumulation, prior to a mobilization 
period, of substantial military end-item reserves. 


4 major obstacle encountered 


Some difficulties were foreseen in this approach, but one major obstacle ap- 
peared at an early stage of the inquiry—the lack of a statement of military end- 
item requirements within the capabilities of the national economy, which could 
serve as the basis for specific industrial preparedness programs. 

Crucial decisions affecting the rounding-out of the mobilization base of produc- 
tion equipment and facilities still are to be made. We felt that our inquiry and 
report should not be delayed until a realistic statement of end-item mobilization 
requirements had become available; consequently a new approach was necessary. 
Obviously this new approach had to be directed toward a statement of the problem 
and of our recommendations in general rather than specific terms. 


A proposed new policy 


From the standpoint of production capacity, the long-range preparedness pro- 
gram of the United States is directed toward two distinct and identifiable objec- 
tives. The first is adequate weapons and equipment for armed forces in being 
substantially above any peacetime level previously maintained. The second is 
an industrial system capable of supporting with adequate weapons and equip- 
ment a rapid expansion of military forces, including those of our allies, and ex- 
panded combat operations if a full-scale war is forced upon us. 

At the time of the Communist aggression in Korea, the United States Armed 
Forces and production of weapons were at low levels. The most urgent problem 
facing the Nation was to expand those forces and multiply the output of necessary 
arms and equipment. In the defense production program, therefore, the highest 
priority was placed on meeting current military needs; only second importance 
was given the expansion of production capacity as a readiness measure for 
a possible full mobilization. There can be no argument with that decision in 
light of the emergency we faced and the limited resources of materials and de- 
fense production facilities that were available. 

But now that forces in being and production of weapons have been brought 
up to substantial levels, the emphasis should be shifted to completing the 
production capacity needed as a base for full mobilization. 

The basic assumption we have accepted is that the Nation must maintain a 
high level of military preparedness over a period of years—a wholly new con- 
cept in our history. To make acceptable and supportable a mobilization program 
based on this assumption, military preparedness must be attained with maximum 
economy and with a minimum drain on the Nation’s resources. 

Maximum security can be achieved with maximum economy by maintaining 
munitions production plants in a high degree of readiness, capable of rapid ex- 
pansion of output in event of war, and relying upon such readiness as a partial 
substitute for stockpiling of reserves of munitions. Therefore, production 
capacity should be substituted for the stockpiling of military end items, to the 
greatest extent practicable. 

If an adequate defense position must be maintained over an extended period 
of time, as now seems to be the case, and if this is to be done without prohibitive 
cost and drain on the Nation’s resources, a larger capacity to produce military 
end items must be created and maintained in such condition that it can be quickly 
expanded in the event of an emergency. This capacity should include not only 
production equipment but adequate raw material processing equipment to pro- 
duce items peculiarly military in character, which have little civilian use. 

In most programs the initial cost of facilities is small compared to the cost of 
producing end items for the stockpile. For example, in the case of certain ammu- 
nition components, the cost of facilities is equivalent to the cost of full production 
for only about 6 weeks. Moreover, most facilities are not subject to 100 percent 





1The term “production equipment” is used here and throughout the rest of this report 
to include machine tools, in the technical sense of metal-cutting machinery. and all metal- 
forming machines and related production equipment. The term “machine tools” hereafter 
is used in the technical sense. 
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More security from production capacity than 
from end-item stockpiles 





End-item 
Stockpiles 


Production 


Capacity 


obsolescence at.any time, as are end items, and the cost of modernizing facilities : 
to produce improved end items is only a fraction of the expense of modernizing | 
stockpiles of end items by scrapping and replacing obsolete models. In many } 
cases the recovery and reuse of materials from obsolete end items is more costly i 


than the original cost of the materials. 


Key factors to consider : 
Current production schedules are designed to provide military end items for . 
several distinct purposes. First, to equip the forces in being; second, to provide ‘ 
these planned forces in being with operational reserves to meet normal attrition, 
Korean losses, and maintain supply levels; and third, to accumulate reserves to ‘ 


equip expanded forces and to support expanded combat operations during the 
initial stages of a full mobilization, when requirements will exceed mobilization 
production capabilities. The third category of end items, usually called a mobil- 
ization reserve, might be termed a production deficiency reserve because it is 
designed to meet production deficiencies during the initial stages of a mobilization 
period. 

Time.—The extent of this production deficiency for which reserves must be 
accumulated prior to a theoretical mobilization depends largely on the time 
factor—on how long it would take before production from present facilities, plus 
convertible civilian facilities, plus additional facilities constructed after the 
mobilization begins, could meet the full end-item requirements. 

Many current military programs contemplate creating additional production 
capacity after the beginning of a mobilization period to meet full wartime require- 
ments. The time required to establish those additional facilities and obtain 
volume production from them ranges from a few months in some programs to 
as much as several years in others. It is this time lag in the creation of additional 
capacities that is responsible for the inclusion of large mobilization reserves in 
the present planning. 

The real problem, then, is the extent to which the contemplated additional 
facilities should be established prior to a theoretical M-day. In determining 
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the proper balance to be established between end-item reserves and production 
facilities, the obsolescence and cost factors also must be considered. 

Obsolescence.—From the standpoint of national preparedness, the obsolescence 
of military end items is far more important than the cost of obsolescence itself, 
although obsolescence is a strong contributory element to cost. The loss of 
military usefulness of end items through obsolescence is of primary concern. 
Reliance upon obsolete weapons could very well spell defeat in an all-out war. In 
weighing the substitution of production capacity for reserves of military end 
items, it should be considered that improvements in desigu do not affect pro 
duction facilities in the same degree as they do stockpiles of end items. Thus, 
weapons and equipment produced after the beginning of a mobilization will be 
more modern than the reserves for which production capacity could be substi 
cuted. These reserves will at best be several years old and therefore will have 
lost some degree of military utility. 

Cost.—The first thing to consider in the matter of cost is the fact that end 
items are more seriously affected by obsolescence than are the facilities that 
produce them. When an inventory of 5,000 tanks becomes totally obsolete, it 
means a loss of at least $1 billion, but the cost of keeping the tank plant facilities 
up to date would be a small fraction of that amount. Another consideration is 
the fact that the original cost of facilities is small compared to the cost of pro- 
ducing the end items on a large scale. There is, therefore, a tremendous oppor- 
tunity for economy which should be exploited in our mobilization effort. 

But the substitution of production capabilities for end item reserves is not 
suflicient of itself. If the policy is to be effective the reserve production capacity 
created must be kept up to date and in ready working order. if it is not so 
maintained the measure of security that is sought would be lost. 

Mobilization requirements of the military services reflect the possibility of 
enemy action against this country and consequent losses of end-item reserves. 
If the proposed policy is adopted and applied to all mobilization programs, the 
services must also have sufficient latitude, in calculating the size of production 
capacity reserves, to take into account the possibility of partial destruction of 
those facilities by the enemy. 

Consideration of the problem of reserves versus production capacity clearly 
leads to the conclusion that relying on the creating and maintaining of ample 
production capacity before a mobilization becomes necessary is not only less costly 
and more practical than depending chiefly on reserves of military material, it 
also represents a greater contribution to national security in a long-term pro- 
cram of preparedness, 


Enforcing the new policy 


The policy formally presented here has already received recognition and 
acceptance in principle, as a result of our interim report, submitted September 
12, 1952. The acceptance thus gained, however, does not constitute assurance 
of effective application of the policy to the Nation’s mobilization programs. To 
obtain that effectiveness some immediate and concrete measures must be taken. 
These measures are specified in the following recommendations which we urge 
he given serious consideration. 


Realistic mobilization requirements 


In order that adequate additional production capacity may be built before a 
theoretical M—day, both civilian and military agencies must immediately calculate 
and keep up to date estimates of phased mobilization requirements that are 
within national capabilities. 

The question of how much production capacity is needed to provide a sound 
base for mobilization can only be decided in relation to a realistic evaluation of 
the military requirements—the guns, the aircraft, the ammunition, and other 
hard goods—for a full mobilization. In general, the statements of requirements 
for full mobilization currently being used as the goals for military production 
planning, both for production capacity and end-item reserves, are not within 
national capabilities. In fact, they call for greater quantities of military hard 
zoods than the supplies of materials, and the manpower and production capacity 
of the Nation can possibly support. Under these circumstances, no detailed 
recommendations can be made as to how much extra production capacity should 
be provided, nor can such recommendations ever become valid until the statement 
of requirements becomes valid. 
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New production capacity 


The required production capacity should be created at the fastest practicable 
—_ ay the phased end-item requirements for mobilization have been estab- 

shed. 

The ideal situation at the beginning of a mobilization period would be to have 
production capacity in being and ready to be activated quickly, plus enough 
reserves of end items to meet all needs until full production could be reached. 
Such industrial preparedness would provide maximum security and would insure 
that the operational activities of the military services would not be slowed down 
or delayed by the lack of modern, up-to-date weapons and equipment. Having 
the production capacity in readiness on a theoretical M-day would save time, 
reduce or eliminate the need for carrying large mobilization reserves of end items 
subject to obsolescence, and effect a substantial saving to the Nation. 

The economy aspect of this policy is striking. As an example, it is estimated 
that about $500 million expended for long lead-time items of production equip- 
ment in the Air Force production acceleration insurance program would increase 
the mobilization capability for the production of aircraft by about $18 billion 
during the first 2 years alone, if the production equipment is actually acquired 
prior to the mobilization period. This increased production capability would 
substantially reduce the mobilization reserves that would otherwise have to be 
accumulated. The savings in required outlay of funds prior to a mobilization is 
in the ratio of 36 to 1. 

In the case of a certain ordnance item, there is a gap of about 50 percent be- 
tween stated requirements and production capabilities in the first 3 years of 
mobilization. Yet, an expenditure equal to the cost of producing only 150 of 
these items in a program calling for the eventual production of thousands, would 
provide, in advance of a mobilization period, the long lead-time and hard-to- 
produce production equipment needed to establish production facilities capable 
of meeting the maximum rate of mobilization requirements. 

Keeping capacity up to date 

When the policy of creating substitute production capacity prior to a mobiliza- 
tion period is adopted, that capacity should be kept in an up-to-date condition 
in order that it may be activated quickly should an emergency arise. 

A determined program to keep production capacity in up-to-date condition 
is an indispensable corollary of the policy of substitution. If the capacity is not 
so maintained it cannot be an effective substitute. 

The enormous potential of the United States for turning out the weapons and 
implements of war acts as perhaps the greatest single deterrent to would-be 
aggressors. The Nation must not permit recurrence of the mistake made after 
the First and Second World Wars of letting its industrial machine for mobiliza- 
tion deteriorate or be liquidated. The billions of dollars that the Government has 
invested in machine tools and other metalworking production equipment con- 
stitute one of our principal military assets. The fact that the Nation realizes 
today the mistake it has twice made, does not insure that it will not again fall 
into the same error or into an error even more disastrous. We cannot stress too 
strongly the necessity of keeping the United States industrial machine unim- 
paired of keeping production equipment modernized and in a state of readiness. 
This country must avoid any national policy that would impair military end-item 
production lines. 

The need for constant appraisal of the production capacity that we think 
should be created as a partial substitute for military end-item accumulations 
might be illustrated by the fact that outmoded production equipment and proc- 
esses are still being used for some important military items, such as rifles and 
certain types of ammunition. Such facilities must be retooled in order to reduce 
costs and speed up production rates. 

The best available estimates indicate that the annual cost of maintaining pro- 
duction capacity in the form of standby plants or reserves of production equip- 
ment is a small fraction of the original cost of such facilities and an even smaller 
fraction of the cost of building up and maintaining the reserves of military end- 
items that would otherwise be necessary. 

As a corollary of the policy of modernizing the production equipment in its 
possession, the Government should carefully avoid any policy leading to forced 
liquidation of that equipment in competition with the normal production of the 
production-equipment industry. Government actions along those lines have had 
disastrous effects on this industry in the past. 
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‘The Government owns about 20 percent of the total United States inventory of 
machine tools and other metalworking production equipment. The management 
of this inventory obviously has a tremendous bearing on the financial condition 
of the production-equipment industry and could affect the industry even to the 
point of jeopardizing its existence. 

At the close of the second World War the Government, for a time, followed the 
policy of liquidating surplus production equipment. The harmful effects of this 
policy were many and obvious. First, it flooded the market with the result that 
many units of the machine-tool industry were forced out of business. In addi 
tion to the substantial financial losses incurred by the Government and by the 
industry, the Nation suffered a tremendous loss in capacity to produce produc 
tion equipment. The policy had the further effect of retarding the normal de 
velopment of new and more modern machines and the adoption of new produc 
tion techniques—factors which would have contributed toward an up-to-date 
mobilization base from which to meet a national emergency such as the Com 
munist aggression in Korea. 

New budget procedures needed 

New budget procedures should be devised as a practical measure to imple- 
ment the basic policy of substituting production capacity for reserves of mili 
tary end items, to the greatest extent practicable. 

Under present procedure the budgets of the military services and the De- 
partment of Defense for a given year include funds to procure military end 
items to meet operational requirements for the year in question, including 
equipment for the active forces planned, Korean consumption, training attri- 
tion, and pipeline and supply level requirements. In addition, they include 
funds for procurement during that year of certain end items to meet addi- 
tional requirements in the first year of a mobilization, including equipment for 
expanded forces, higher combat consumption and increased supply level and 
pipeline requirements. The procedure apparently assumes that “mobilization 
reserves” sufficient to cover first-year requirements are equal to the actual 
deficiency in production capabilities to meet requirements after mobilization 
begins, whether or not this is true. 

While the budget in its finally approved form seldom includes sufficient funds 
to meet all the requiments for both current operations and the first year of a 
mobilization period, this remains the budget objective. Since the present budget 
procedure rests on the arbitrary assumption that “mobilization reserves” to 
be funded equal the deficiency in mobilization production capabilities, there 
is no means of weighing the effect of a greater or lesser degree of mobilization 
production capability on the quantity of “mobilization reserves” still needed. 

To illustrate the point, a fund of $500 million has been proposed in the fiscal 
year 1954 budget to expand the base of production capacity for military end 
items, primarily through the procurement of long lead-time equipment. Yet, 
the present budget procedure does not specifically indicate to what degree this 
fund will reduce production deficiencies and what volume of end-item reserves 
will still have to be accumulated to meet mobilization requirements. 

We therefore feel that it is essential that budgetary procedures be estab- 
lished in the military services and the Department of Defense which would 
indicate (1) the actual gap between mobilization requirements and mobiliza- 
tion-production capabilities, and (2) the extent to which it is proposed to fill 
this gap by expanding and maintaining production capacity and by accumulat- 
ing end-item reserves. 


Organizational and administrative changes 


Organizational means and administrative procedures should be established 
within the Department of Defense to insure a more effective coordination of 
activities relating to the production equipment and facilities phases of military 
end-item production programs. 

A more effective coordination and evaluation of the activities of the military 
services regarding production equipment and facilities is urgently needed if the 
policy we recommend is to be carried into effect. This need is apparent in the 
serious imbalances and deficiencies noted in current programs and plans. The 
imbalances we have found concern the relationship of production equipment and 
facilities to projected accumulations of end-item reserves. They exist in the 
various stages of the production processes. There is wide disparity in the de- 
gree of industrial preparedness among various military end-item programs. 
There is no comprehensive, coordinated plan for solution of the problem of 
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maintenance of capacity. We have been advised that in some instances pro- 
duction equipment in the custody of one service has not been readily available 
for use by another service, even though the equipment was held in. reserve while 
it was needed in a critical production program of another service. 

Appropriate organizational means and administrative procedures to provide 
more effective coordination and to minimize the deficiencies and imbalances noted 
are essential to a successful application of the policy of substituting production 
capacity for reserves of military end items. 


Congressional action needed 


The Congress should be requested to support and confirm through appropriate 
action the policy of substituting production capacity for reserves of military end 
items, including both creation of the additional production capacity needed and 
the continued maintenance of that capacity. 

In the final analysis practical implementation of the policies and programs 
we urge depends in large measure upon the Congress. This is true for a number 
of reasons. The Congress must provide the appropriations needed both for 
establishment of the additional production equipment and facilities needed and 
for the continued maintenance of our production capacity. It may be necessary 
for the Congress to provide legal authority, in addition to appropriations, to 
permit purchase or lease of plants and other production facilities solely for the 
purpose of maintaining standby-production capacity. For these reasons we feel 
it extremely important that the Congress recognize and give its endorsement 
to the basic policy urged. 

Since production capacity cannot serve as an adequate substitute for reserves 
of military equipment unless that capacity is maintained, we stress the impor- 
tance of a declaration by the Congress of its intention to support, on a continuing 
basis, the maintenance of our Nation's productive capacity for military weapons 
and equipmnet. The Nation can ill afford to dismantle its war-production plants 
and facilities so long as any threat to its security exists. We believe that enuncia- 
tion of such a policy by the Congress would provide the confidence necessary to 
wholehearted acceptance and adoption of the recommended policy. 


A healthy production equipment industry 


A healthy production-equipment industry is a key factor in this Nations’ ability 
to adopt and apply the policy of establishing and maintaining production capacity 
necessary for an adequate mobilization base. At the same time, if the recom- 
mendtions we make are put into effect we believe a sufficient volume of business 
will be generated to substantially support the productive capacity of the produc- 
tion-equipment industries as a whole. 

Without a statement of realistic mobilization requirements, it is not possible 
to make a precise estimate of the dollar value of the additional production equip- 
ment needed, but from the information obtained the indicated figure is in the 
range of $1 billion to $2 billion. 

The present and projected inventory of Government-owned machine tools—for 
the most part in the custody or under the control of the military services—is esti- 
mated at about 550,000 items. A conservative estimate of this inventory in terms 
of replacement cost is over $6 billion. Taking into account the present rate of 
technological progress, the changing patterns of end-item production, obsolescence, 
and depreciation, an annual charge of approximately 5 percent of the valuation 
is required to maintain this inventory in reasonably modern condition. Hence, 
an annual volume of roughly $300 million worth of machine-tool business should 
originate from the Government alone if this valuable asset is properly maintained 
and continually kept up to date. 

Following the Second World War, the annual output of the machine-tool indus- 
try, primarily to meet commercial demands, dropped to a low point of about $25) 
million in 1949. This period was one of the abnormal depression in the industry. 
mostly because the Government had dumped on the market a large number of 
modern items of production equipment acquired during the war. If this short- 
sighted policy is not repeated after the present emergency is over or when cur- 
rent contracts are completed, we estimate that normal commercial demand for 
replacement of obsolete and worn-out tools and for expansion should supply a 
minimum of $300 million worth of machine-tool business per year. 


Supporting production capacity 


In summary, if the recommended policies and programs are carried out, nor- 
mal commercial demand can be expected to provide a minimum of $300 million 
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Production lead-time 
of most complex machine tools 


No. of Months Lead-Time 
6 12 18 


Minimum 
Internal Grinders a; i 
oximum 


Surface Grinders 


Broaching Machines 


Contour Milling 
Machines 


Hori zontal 
Boring, Drilling & 
Milling Machines 





Skin & Spar 
Milling Machines 


Planer Type 
Milling Machines 


worth of machine-tool orders per year; the annual expenditure by the Govern- 
ment of about $300 million would be required to keep its present inventory in 
an up-to-date condition, and during the next few years an additional $200 to 
$500 million per year will be required for procurement of the production equip- 
ment needed to establish an adequate mobilization base. These sources should 
provide a total annual volume of business in excess of $800 million during the 
period the mobilization base is being established and a volume of $600 million 
per year thereafter. The machine-tool industry is currently producing at the 
rate of about $1.2 billion a year. The annual volume of expected new business 
therefore would be generally sufficient to support an adequate level of capacity 
to produce machine tools for defense. 

Farsighted, businesslike management of Government programs for the acqui- 
sition and maintenance of production equipment could do much to reduce or 
eliminate the violent fluctuations that have characterized the production-equip- 
ment industry in the past. The need for such businesslike management is an 
additional argument in support of our suggestion to establish new organizational 
means to obtain a more effective coordination of governmental activities affect- 
ing the production-equipment aspects of defense programs. 

We are aware that the pattern of production-equipment requirements in a 
full mobilization situation differs considerably from the pattern required to 
meet normal commercial demands, or from the pattern resulting from a com- 
bination of commercial demand and the requirements for establishing and main- 
taining an adequate mobilization base. For this reason there may be a number 
of situations in which capacity to produce production equipment is needed over 
and above the capacity to fill commercial demands and the demands created by 
following our recommendations. These exceptional situations should be taken 
into account. 
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Government assistance needed 


Where deficiencies are found in capacity to produce production equipment, 
as appears to be the case in some categories of large, heavy production equipment, 
including basic heavy forging and casting capactiy, the Government should use 
every means at its disposal to stimulate creation and maintenance of the neces- 
sary capacity by private industry. If such Government efforts fail because the 
needed capacity is found to be commercially nonsupportable, the Government 
itself should create and maintain the capacity. The appropriate agencies of the 
Government shouid be directed to determine the extent of capacity deficiencies 
in these areas and take the necessary action to bring into being the new capacity 
to meet the deficienceis. 

There is considerable evidence that susbtantial shortages of production capacity 
exist in the so-called elephants’ category, i. e., the large, heavy types of general- 
and special-purpose machine tools and heavy forging and casting capacity. More 
than 2 years after Korea the lead-time for delivery of many of these types of 
machine tools exceeds 24 months, and the known available heavy armor and cast- 
ing capacity for the medium-tank program is sufficient to support only about 
60 percent of the planned mobilization production rate of the other existing 
production facilities. Several of the larger foundry facilities utilized during 
the Second World War have been dismantled or converted to other uses. 

Considering the potential mobilization requirements for the products of this 
category of equipment, it must be assumed that production deficiencies exist. 
We have been unable, however, to make any reasonably accurate estimate of 
the extent of this deficiency from the available information. Moreover, it is 
doubtful that additional production capacity needed in these areas will be 
established and maintained by private industry, as a result of either commercial 
demands or the requirements of current military production programs, or a 
combination of both, unless the industry receives special assistance from the 
Government. 

We stress the urgency of making adequate provisions for establishing this 
specialized production capacity in advance of a theoretical M-day, because of 
the very long build-time required. 

The first step is, of course, to determine as accurately as possible the amount 
and character of the additional capacity needed. The appropriate Government 
agencies should be directed to ascertain as quickly and accurately as possible the 
capacity deficiencies in these areas on an overall potential mobilization demand 
basis. This is already being done in the case of heavy casting and armor facilities 
needed for the medium-tank program and in some other areas. The effort should 
be accelerated throughout the mobilization preparedness program. 

When the extent of the deficiencies in the “elephant” category of production 
capacity has been determined, all the incentives available to the Government 
should be used to stimul:te private industry to install and maintain the addi- 
tional capacity needed, including 100 percent rapid tax amortization where ap- 
propriate. If these efforts fail to produce adequate results, the Government 
should install and maintain the necessary additional production capacity on a 
standby basis, as one of the costs of defense preparedness. 


Wage and price considerations 


In a future emergency, special consideration should be given to the production 
equipment industries in the application of wage and price controls in order not 
to impair the rapid expansion of production. 

Expansion of machine tool production in the current emergency was delayed 
for many months by the imposition of arbitrary and unrealistic price and wage 
controls on production equipment industries. Insufficient recognition was given 
to the additional costs involved in subcontracting, multiple-shift operation, and 
overtime pay, and to adoption of a fair base period for price and profit purposes. 
Inadequate recognition was given to the necessity of permitting wage increases 
to meet new community wage levels in order to avoid loss of workers to other 
manufacturing industries. 

In the current emergency these problems are now adjusted satisfactorily ; 
however, too much time was spent in making such adjustments and, as a con- 
sequence, expanded production of vitally needed production equipment was sub- 
stantially delayed. Many important current production programs are still suffer- 
ing from the effects of this delay. In view of the critical importance of produc- 
tion equipment to the rapid expansion of military end-item production, we urge 
that, in the event of a future emergency, special consideration be given at the 
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start 'to the production equipment industry in the application of wage and price 
centrols in order to encourage, rather than impair, rapid expansion of production 


Modernizing all industry 


An important objective of Government policy should be the maintenance of 
up-to-date, modernized industrial production facilities, generally, and of a 
healthy production equipment industry capable of supporting this objective. 
Continuing study should be made by the appropriate executive agencies and by 
the Congress of ways and means by which the Government can appropriately 
assist in the attainment of this objective. 

In response to the directive given us we have focused our attention primarily 
on the problems directly involving production equipment for military end-item 
production programs, but we recognize the importance to a full mobilization 
effort of maintaining up-to-date, modernized industrial plants and facilities tm 
general. The general efficiency of production has a vital bearing upon the amount 
of the productive capacity normally devoted to satisfying civilian needs, which 
can be converted to production of the weapons and implements of war. Further- 
more, the size and health of the production equipment industry depends to a con- 
siderable extent on the demand resulting from the replacement and moderniza- 
tion of the production equipment of civilian industry. This modernization, in 
turn, has a bearing on the convertibility and expandability of the production 
equipment industry to meet mobilization needs. 

We have devoted considerable time and effort to the study of various proposals 
designed to give general assistance to the production equipment industry. One 
such proposal was the liberalization of Department of the Treasury regulations 
regarding rapid amortization for tax purposes of the cost of production equip- 
ment as a means of stimulating more rapid replacement of obsolete tools. It was 
also suggested that the production equipment industry should be accorded more 
liberal treatment in renegotiation of profits and in the application of the excess 
profits tax law as means for providing a greater degree of financial stability for 
the industry. The particular form and the possible effects of these proposals are 
controversial, to say the least, and in our view can be properly evaluated only in 
their relation to the national economy as a whole. 

For this reason we have not attempted to evaluate these proposals or make 
any specific recommendations regarding them. However, in view of the tre- 
mendous importance of the industrial capacity of the country, both in peacetime 
and in war, we consider it essential that this capacity, in general, be maintained 
in an up-to-date condition and we urge that Government policy seek this objec- 
tive. We urge that continuing study be given by the appropriate agencies of the 
Gevernment and by the Congress to ways and means of attaining this objective. 


Research and development 


The Secretary of Defense should require the timely coordination by the 
three military services with the manufacturing industry of both research and 
development and procurement programs, to insure that the most modern pro- 
duction equipment, materials, manufacturing methods, processes and techniques 
be available for the production of military equipment. 

We believe that the role of research and development in the field of produc- 
tion equipment and production processes requires greater emphasis in two 
principal directions. 

The first emphasis should be in the development of: production equipment, 
processes, and techniques in conjunction with the development of new military 
end-items or models. Too often the problem of efficient production metheds 
is given little or no consideration until the item is fully developed and design 
and specifications fixed. At best, a further delay ensues while production 
problems are being resolved. In many instances the pressure to get into pro- 
duction results in the use of production techniques, processes, and tools, which 
are much less efficient than could otherwise be devised. Concurrent develop- 
ment of manufacturing processes and tools along with the design and develop- 
ment of the new weapon itself is highly desirable. 

The second area requiring greater emphasis is research and development in 
the field of new production processes and equipment, particularly as new pro- 
duction materials are developed. The heavy press program and the develop- 
ments in precision casting and forging are illustrative. The development of 
titanium offers another striking example. Although substantial Government 
funds were devoted to research and development regarding efficient produc- 
tion of titanium, virtually no funds were allotted to research and develop- 
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ment relating to methods of processing and fabricating this new material 
As a result, the use of titanium in military production is being delayed. 

Where adequate research and development of production equipment and ma- 
terials in support of new weapons programs are not commercially supportable, 
the military services or appropriate Government agencies should obtain the 
necessary funds and contract with private industry for research and develop- 
ment projects in these fields, in order to assure availability of new weapons 
in adequate quantities and at the lowest possible cost. Development of new 
design production equipment, as well as the development of improved produc: 
tion systems and methods, new materials and processes, is as vital to our mili- 
tary preparedness as the development of the new weapons themselves. 


Conclusion 


The beneficial effects of the policies and programs recommended in this report 
“an be realized only to the extent that concrete actions are taken to apply the 
policies and pursue the programs. We firmly believe that only by taking deter- 
mined action can the highest practicable degree of national security be 
achieved and maintained over an extended period of time. 

We do not present our recommendations as all-inclusive. Many other and 
more detailed actions were suggested to us which we have not set forth because 
we consider them of lesser importance or because they impinge upon the 
responsibilities of the executive agencies concerned to select their own programs. 

Undoubtedly, there are still other courses of action which would contribute 
to the more effective application of the policy we propose. We have called atten- 
tion only to those courses of action we consider most immediately essential to the 
Nation’s security in the months and years ahead. 


III. DOCUMENTATION IN COMMITTEE FILES 


At the outset of its inquiry the committee found that accurate information on 
production capacities and their adequacy in relation to programs and require- 
ments was either not centrally available or difficult to obtain. It undertook, 
therefore, a series of hearings and inquiries, together with studies and investiga- 
tions by its staff, to collect the necessary data on the status, 2 years after Korea, 
of military programs, production capabilities, defense requirements and other 
aspects of the current mobilization. Much of the information that came within 
the committee’s cognizance is, of necessity, of a highly classified nature. Further- 
more, the basis of the facts and data compiled is subject to constant review and 
change. Because of these considerations the information is not being made part 
of the published report, but it is being held available in the files of the committee 
for reference by any authorized persons to whom it might be of assistance. 

The information is contained in the following papers: 

National and Government-owned machine tool inventories. 

Tank production programs. 

Medium tank program. 

Light tank, T-41. 

Aircraft and jet engine programs. 

Ship propulsion program. 

Ammunition program. 

Selected items of ammunition. 

Selected Army items. 

Status of facility expansion programs. 

Comparing facility expansion programs. 

Weapons program. 

Military end-item production programs. 

Survey of military end-item production programs. 

Heavy press program. 

Problems and policies affecting the production equipment industries. 

Problems in tool and die and gage industries. 

Problems of the machine tool and associated industries relating to the 
mobilization base. ; 

History of the machine tool industry. 

Department of Defense budget procedures. 
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IV. APPENDIXES 


1. Establishment of the Committee 
May 16, 1952 
Defense mobilization order No. 15 

By virtue of the authority vested in me by Executive Order No. 10195, and in 
order to implement and coordinate the actions of the mobilization agencies ¥ ith 
respect to machine tool and production equipment programs, It Is hereby ordered : 

1. There is established in the Office of Defense Mobilization an Advisory Com- 
mittee on Production Equipment which shall consist of a Chairman and other 
members designated by the Director. 

2. The Committee shall review Federal policies and programs with respect to 
machine tools and production equipment and shall make recommendations to 
the Director concerning the establishment of such additional policies and pro- 
grams as may be required in order to assure (a) the availability of machine tools 
and production equipment to meet defense production requirements; (}) the 
maintenance of adequate capacity to produce machine tools and production 
equipment as part of the mobilization base; and (c) the maintenance of standby 
machine tools and production equipment, including methods of modernization, 
rotation or disposition of obsolete tools and equipment, to meet full mobilization 
requirements. ; 

3. The Committee shall periodically submit reports to the Director setting 
forth its recommendations concerning the matters contained in paragraph 2 
hereof and such related subjects with respect to machine tools and production 
equipment as in the judgment of the Committee are appropriate. 

4. Federal agencies concerned with the subject mater of this order shall co- 
operate with the Chairman of the Committee to the fullest extent in order to 
assist in carrying out the work of the Committee. 

5. This order shall take effect on May 16, 1952. 

OFFICE OF DEFENSE MOBILIZATION, 
(Signed) JoHN R. STEELMAN, 
Director (Acting). 


2. Appointment of Committee Members 


A. ODM press release No. 111 
May 16, 1952. 

“Dr. John R.. Steelman, Acting Director, Office of Defense Mobilization, today 
announced the establishment in ODM of an Advisory Committee on Production 
“quipment of which Mr. Harold Vance, chairman of the board and president of 
the Studebaker Corp., will be chairman. 

“Addition members of the Committee announced today are: Mr. Clay Bedford, 
president, Chase Aircraft, and recently Special Assistant to the Secretary of 
‘Defense; Mr. Manly Fleischmann, present Defense Production Administrator 
who will serve on the Committee when his resignation as Defense Production 
Administrator becomes effective June 1; and General K. B. Wolfe, retired, former 
Chief of Air Force Procurement. Announcement of additional members will be 
made shortly. 

“The Advisory Committee was set up at the suggestion of President Tru- 
man * * * to bring together in the Office of Defense Mobilization, a group of 
people who have had experience with preduction problems to examine the policies 
and programs that the various agencies have developed to assure our national 
readiness, in respect to production equipment, including machine tools, and to 
assist in working out such additional policies and programs as may be necessary 
to accomplish that objective speedily and with a minimum of cost. 

“In setting up the Advisory Committee, Dr. Steelman said it would review 
Federal policies and programs with respect to production equipment and make 
recommendations to the Director concerning the establishment of such additional 
policies and programs as may be required * * *. 

“The President, in his memorandum for Dr. Steelman said: ‘The recent reports 
which you have given me on deliveries of military equipment indicate that the 
production program is moving ahead with truly encouraging speed. While not 
all of the engineering and production difficulties on the new equipment have yet 
been overcome, the “bugs” have been eliminated on some of the most important 
models of aircraft, tanks and other weapons, and deliveries are rising month by 
month. We can never let ourselves be fully satisfied with the way things are 
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going, but I am impressed that the production program is now rapidly gaining 
momentum.’ 

“Mr. Truman added: ‘In addition to continuing the emphasis on meeting cur- 
rent production goals, I believe you should also give the greatest emphasis during 
the remainder of this year to another major aspect of the defense mobilization 
program—the requirements of the mobilization base.’ The new Advisory Com- 
mittee is designed to meet this request * * *.” 

B. ODM Press release No. 125 
JULY 2, 1952. 

“Dr. John R. Steelman, Acting Director, Office of Defense Mobilization, an- 
nounced today the completion of the membership of the Advisory Committee on 
Production Equipment set up in ODM for policy guidance and advice to the Di- 
rector and the Government agencies directly concerned with production equip- 
ment necessary to meet mobilization base requirements. * * * 

“Other members are: * * * Adm. W. H. P. Blandy (retired), president, 
Health Information Foundation; Gen. LeRoy Lutes (retired), president, Pacific 
Tire & Rubber Co.; * * * Rear Adm. Lewis L. Strauss, USNR, consultant and 
financial adviser to the Messrs. Rockfeller. 

“Charles B. Stauffacher, ODM, is Executive Secretary of the Committee and 
Thomas J. Craven, ODM, Assistant Executive Secretary. * * *” 


8. Interim report 
SEPTEMBER 12,1952. 
Memorandum for the Director, Office of Defense Mobilization. 
Subject: Interim Report of the Advisory Committee on Production Equipment. 


Although your Advisory Committee on Production Equipment expects to sub- 
mit at a later date a comprehensive report with recommendations concerning 
all of the matters contained in your directive of May 16, 1952, we deem it neces- 
sary to give you, at this time, this preliminary report because (a) we are con- 
vineed that there is a question of broad policy which should be considered im- 
mediately, and (b) there should be no delay in initiating action with respect to 
certain items in the defense program which we shall identify and describe herein. 

With regard to the policy question, it is the basic philosophy of the Committee 
that if an adequate defense position has to be maintained over an extended period 
of time, as now seems to be the case, and if this is to be done without prohibitive 
cost, a larger porductive capacity to produce military end items must be created 
and thereafter must be maintained in such a condition that it can be quickly ex- 
panded in the event of an emergency by merely adding manpower and hours of 
operation. 

The Committee believes that such expanded reserve capacity can take the place 
of portions of projected reserves of military end items, thereby substantially 
reducing the cost of maintaining an adequate state of preparedness over an ex- 
tended period. In this connection it is pointed out that the costs of obsolescence 
or modernization are much less with respect to facilities than they are to stock- 
piles of end items. 

Except for some parts of the aircraft program and a few others, most current 
production programs for military end items have been calculated on the basis of 
needs to equip our Armed Forces short of actual war, plus very substantial quan- 
tities of end items estimated to be needed after M-day, should a full-scale war be 
forced upon us, which would have to be drawn from stockpiles until additional 
production capacities could be created starting at M-day to fill the gap which now 
exists. In some categories the creation of this additional capacity after M-day 
could be accomplished within a few months; but in other important ones it would 
take as much as 8 years, even under the urgency of war. 

With respect to a number of long lead-time situations with which the Com- 
mittee is familiar, it feels a sense of great urgency, reinforced and supported by 
the knowledge that on an overall basis the creation of additional production ca- 
pacities now rather than after M-day would reduce the necessity for reserves of 
end items to an extent that it would result in a substantial saving in the cost of 
the defense program as a whole; this is, of course, of less importance than the 
valuable addition which would be made to our national security. 

While the Committee has come to the definite conclusion that full mobilization 
requirements, as now stated, are not sufficiently firm that they may be used as a 
basis for determining precisely how much additional production capacity is re- 
quired for each military end item across the board, nevertheless, the Committee 
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believes that there are many areas where major deficiencies in production capac- 
ity are known to exist and where action toward creation of additional production 
capacity should not be delayed. 

For example, the Committee finds that the Department of the Air Force and the 
Bureau of Aeronautics of the Department of the Navy have developed in the form 
of the production acceleration insurance program (PAIP), programs for expan 
sion of production capacities which are sound in principle and which should in 
our opinion be finally evaluated and, when approved, should be proceeded with at 
once. Similarly, the Committee finds that the Bureau of Ships of the Department 
of the Navy has prepared a substantial program for creating production facilities 
to produce propulsion equipment for Navy and maritime needs which should be 
evaluated and initiated without delay. There are other vital areas, such as the 
heavy press program for the Air Force, the heavy forging and casting program for 
the Army, which should be expedited. 

The Committee finds that there are some funds now available from appropria- 
tions for the fiscal years of 1952 and 1953, which could be utilized for the purpose 
recommended. We recommend that further steps be taken immediately to expand 
the production capacity base to the extent that funds are now available and we 
also recommend that wherever possible in connection with the final determina- 
tion of items for inclusion in the 1954 budget, provision should be made to finance 
another substantial increment of this important program. 

We recommend that in connection with the development of their estimates for 
the 1954 budget, each of the military departments should be required to submit 
a special analysis of its longest lead-time production equipment needs, such as 
those previously mentioned. It apears probable that additional Government- 
owned production facilities may have to be established in these areas for the 
reason that the necessary capacity is not commercially supportable. If after 
eareful study by the Department of Defense, the Defense Production Adminis- 
tration, and the National Production Authority, the principal governmental 
agencies concerned, such proves to be the case, action programs should be initiated 
as quickly as possible because of the long time period required for the completion 
of such programs. 

We further recommend that insofar as practicable each military department, 
in presenting its budget request for end items, should make available on the 
significant items a supporting analysis showing the status of production capacity 
now in being, the additional capacity on order, and what would be required to 
approximate full mobilization needs. 

The Committee feels very strongly that the importance, to say nothing of the 
economy, of substituting producaion capacity for the stockpiling of military end 
items to the greatest extent practicable should be recognized by the Department 
of Defense and by the military departments, by other agencies of the Government, 
and by the appropriate committees of the Congress. No enforced reduction as 
between the original requests of the military departments and the final appro- 
priations by Congress should have the effect of denying such funds as may be 
necessary to carry out a program of immediately expanding the production 
capacity base and thereafter maintaining such base. The Committee believes that 
both expansion and maintenance of the production capacity base are essential 
parts of our program for national security. 

Haroitp S. VANCE, 
Chairman, Advisory Committee on Production Equipment. 


4. Exchange of letters between Director, ODM, and Secretary of Defense 


OcTOBER 10, 1952. 








Hon. Rosert A. LOVETT, 
Secretary of Defense, 
Washington 25, D. C. 


Dear Mr. SeEcrRETARY: Since receiving the attached interim report of the 
ODM Advisory Committee on Production Equipment, dated September 12, 1952, 
I have had the opportunity of discussing some of the recommendations with 
Deputy Secretary Foster, Assistant Secretary of Defense McNeil, and Chairman 
Small and Vice Chairman Houston of the Munitions Board. In transmitting 
it for your information and advice, I would like to emphcsize several features 
of this report. 

First, I believe it would be helpful for the executive departments to adopt 
formally the policy referred to in the second paragraph of the report; namely, 
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“* * * if an adequate defense position has to be maintained over an extended 
period of time, as now seems to be the case, and if this is to be done without 
prohibitive cost, a larger productive capacity to produce military end items must 
be created and thereafter must be maintained in such a condition that it can be 
quickly expanded in the event of an emergency by merely adding manpower and 
hours of operation.” 

I realize that this statement is in accord with much of your thinking and 
action as well as that of others in the Department. 

Second, I believe that a formal reaffirmation and execution of this policy 
by the Department of Defense is desirable in connection with the preparation 
of the 1954 budget now currently underway. You will note the Committee’s 
recommendations on page 2 of the report as follows: 

“We recommend that further steps be taken immediately to expand the pro- 
duction capacity base to the extent that funds are now available and we also 
recommend that wherever possible in connection with the final determination 
of items for inclusion in the 1954 budget, provision should be made to finance 
another substantial increment of this important program.” 

I concur heartily in this recommendation and am pleased to learn from Deputy 
Secretary Foster, Assistant Secretary McNeil, and Chairman Small that the 
Department is making plans to include a provision for such funds in the 1954 
budget. 

I would hope that the unavailability of specific itemized programs for reserve 
production capacity would not preclude the inclusion of a substantial sum for 
this purpose in the fiscal year 1954. I feel that the examinations by the Ad- 
visory Committee referred to in its preliminary report, have sufficiently dem- 
onstrated the overall need for this provision. The need can be adequately sup- 
ported by examples at the time of the appropriation hearings to justify the 
inclusion of the general lump sum appropriation earmarked for such use, 

Although this is a matter of internal management, it would seem to me de- 
sirable that this appropriation be assigned to your office rather than to the 
individual services so that, upon application by the individual services for 
allotment to a specific reserve production capacity program, the necessary 
évaluation and determination could be made. Such a procedure will insure that 
funds will be used where needed most, and only upon adequate demonstration 
by the sponsoring service of the timeliness and priority of their request for 
allotment as against other similar needs. 

In this connection I recognize that the allotment of funds and the granting of 
preferences against machine tool building capacity ought to be governed by the 
policy stated in your directive on Military Supply System Regulations, subsection 
H, subsection 6, as follows: 

“The highest priority is to be given to requirements for current production 
needs. The second priority is to the machine tool requirements for approved 
mobilization capacity.” 

I also note the committee’s statement that they find “that there are some 
funds now available from appropriations for the fiscal years 1952 and 1953” 
which could be utilized now as a basis for orders for production equipment. I 
understand that the services are presently resubmitting eligible programs for 
immediate consideration, evaluation and approval with the necessary modifica- 
tions which a review would indicate. This desirable step will tend to maintain 
the momentum of such key industries in the production-equipment field as the 
machine-tool industry and, in particular, those segments of that industry where 
it is important to maintain a continuation of maximum effort. 

Sincerely yours, 
(S) Henry H. Fow ter, Director. 


OcToBER 30, 1952. 
Hon. H. H. Fowter, 


Director, Office of Defense Mobilization, 
Washington 25, D.C. 


Dear Mr. Fowter: This is in reply to your letter of October 10, 1952, trans- 
mitting and commenting upon the interim report of the ODM Advisory Committee 
on Production Equipment. 

The Committee is to be commended for its thoughtful and timely recommenda- 
tions. which attest to the high quality of its membership. I have forwarded the 
report for study to all interested elements of the Department of Defense. 
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As to the proposal contained in the interim report for a separate fund for 
the procurement of production equipment for reserve production capacity, the 
following actions have been taken. 

The Department of Defense in late July and August gave preliminary con- 
sideration to such a proposal which was understood might be forthcoming. As 
a result, the military departments in their budget submissions to the Secretary 
of Defense on September 2 took the initial step of identifying certain portions 
of their requests for the purpose of reserve production capacity programs. Re- 
cently it was proposed to include a substantial amount in the 1954 budget request 
of the Defense Department, which is expected to be ready for submission to the 
Bureau of the Budget by November 1. This approach to the problem of financ- 
ing a reserve production capacity program would contemplate, as has been dis- 
cussed, the support of the Office of Defense Mobilization and the Vance committee 
before the appropriate committees of the Congress. The military departments 
have indicated their support of this plan. 

As noted in your letter, our policy has long been to place the highest priority 
on the acquisition of machine tools for current production needs, with second 

iority applied to acquisition of machine tools for approved mobilization 
capacity. 

There are a number of other major matters contained in the report which 
must be given the most careful and thorough consideration possible within rea- 
sonable time limitations. As soon as the military services and other interested 
agencies have had full opportunity to study the matter, we will be ready to dis- 
cuss it with you and the Production Equipment Committee. 

I believe that the new approach now underway in developing a feasible 
mobilization-production program will act to facilitate a sound solution to the 
basic mobilization-base problem. This program is developed on a sound basis, 
and it will, therefore, provide a much better measure of tooling needs than has 
existed heretofore. 

Sincerely yours, 
(S) Rosert A. Loverr. 


5. Staff and acknowledgments 


The Committee staff consisted of : 


Executive secretary : 
Charles B. Stauffacher (to August 1, 1952). 
Thomas J. Craven. 
Research and analysis: 
Alfred S. Cleveland, on loan from National Production Authority. 
Charles I. Longacre, consultant. 
Stephen J. Nesbitt, consultant. 
Cornelius D. Seully, on loan from National Security Resources Board. 
Thomas B. Worsley, on loan from Office of Price Stabilization. 
Editorial direction : 
Edgar D. Brooke, consultant (to December 1, 1952). 
Philippe G. Jacques, consultant. 


The Committee expressses its thanks to Mr. Ralph 8S. Howe, Director of the 
Metalworking Division, National Production Authority, for preparing an exten- 
sive report on the problems facing the machine tool and associated industries and 
recommending courses of action to solve those problems. 

The thanks of the Committee are extended to all those in and outside of Gov- 
ernment who took part in the various conferences, meetings, and other Committee 
activities, and who otherwise assisted in the Committee studies. 

The Committee acknowledges the assistance of the Office of Defense Mobiliza- 
tion which placed its facilities at the disposal of the Committee and arranged for 
the publication of the report. 

Other departments and agencies of the Federal Government that gave assist- 
ance are: 


National Security Resources Board. 
Department of Defense : 
Munitions Board. 
Department of the Army. 
Department of the Navy. 
Department of the Air Force. 
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Department of the Treasury. 

National Production Authority (Department of Commerce) : 
Metalworking Division. 
Products Analysis Division. 

General Services Administration. 

Office of Price Stabilization. 





APPENDIX 2 
[Joint ODM—DOD news release, January 5, 1956) 
RESERVE MACHINE TOOL AND FACILITIES POLICY 


Clarification of policy relating to the reserve tool and facilities program was 
announced today by the Office of Defense Mobilization and the Department of 
Defense. 

Designed to permit the procurement of long lead-time machine tools, prevent 
obsolescence and to achieve flexibility in the use of reserve tools, the changes 
become effective in the near future. 

Specifically, the modifications announced today state that reserve machine 
tools will be maintained either in packages owned by the individual military 
departments to produce selected end items under mobilization or as individual 
tools in a central Department of Defense inventory, available for use by all 
departments. 

All tools included in packages will be reviewed annually to determine essen- 
tiality of the package and to determine replacements or additions if needed. 
Tools no longer needed in packages will be placed in the central inventory, avail- 
able to any military department for current use. 

The military departments will be permitted to use equipment in packages on 
a loan basis when such equipment is not available from industry or from the 
inventory to meet urgent production schedules. When replacement tools are 
received, the borrowed equipment will be returned to its original package, if 
required. 

Each military department will budget for its own tools, including those needed 
for current programs, mobilization reserves, and replacement purposes. 

The use of new reserve tools for current use will be permitted to take advan. 
tage of production savings from more efficient, newly developed equipment. 

The reasons announced for the policy changes are: To meet the changing cur- 
rent military and mobilization reserve requirements; to insure the availability 
of an up-to-date, modern inventory of tools; to permit flexibility in their use 
in order to obtain full benefit from newly developed, more efficient equipment 
and techniques ; to insure trainiing of personnel to operate the newer type equip- 
ment; and to provide a more realistic basis for reviewing the requirements of 
the military departments for machine tools by relating those requirements to 
firm programs and including them in the regular annual budget cycle. 

The basic reserve tool and facilities program was established in 1953 by the 
Office of Defense Mobilization based on the recommendations of an Advisory 
Committee on Production Equipment headed by Harold Vance, formerly with 
the Studebaker Corp., now a member of the Atomic Energy Commission. The 
recommendations of the Committee included a provision that the Government 
should purchase long lead-time machine tools for mobilization purposes and that 
such tools should be placed in a reserve inventory, not available for current use. 

The committee’s findings are still considered basically sound. Experience 
gained over the past 3 years, however, has demonstrated a need for adjustment. 
The announcement stated that the program, as originally established, was 
restricted to the procurement of tools for mobilization use and did not pro- 
vide for current use of tools or the procurement of replacements for obsolete 
items; no provision was included for the modernization of the reserves by 
procurement of more efficient machine tools as they were developed and no 
provision was made for the periodic review of the reserve tools in order to keep 
them modern and to insure that tools no longer needed were eliminated. 

For fiscal year 1955 and again for fiscal year 1956, Congress appropriated 
$100 million to be allocated by the Secretary of Defense for the purchase of 
long lead-time machine tools to be placed in the mobilization reserve and not 
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used for current production. Out of the 1955 appropriations, $16 million has 
been approved for the purchase of tools for the reserve. Of this total, $1 
million was purchased by the Army and $15 million by the Navy. The remain 
ing $84 million is being returned to the Treasury by the Air Force as unobli 
gated. However, substantially the same amount and types of tools will be 
procured from production funds by the Air Force and will be placed in current 
production. 

The balance of $100 million appropriated for fiscal year 1956 is being held 
in abeyance pending development of final detailed plans concerning its ultimate 
utilization. It is contemplated that in future years, annual appropriations 
will be requested by the Secretary of Defense to maintain funds for procure- 
ment of tools to meet emergency production schedule needs. 

It was also announced that Mr. Vance had been consulted concerning the 
changes and had expressed his agreement. 

Directives implementing the changes are being issued by the Office of Defense 
Mobilization today, and the Department of Defense directives conforming with 
these orders will be issued in the near future. 


VII-Prod—DMO-4 
Amendment 1 
January 6, 1956 
APPENDIX 3 
EXECUTIVE OFFICE OF THE PRESIDEN’ 
OFFICE OF DEFENSE MOBILIZATION 


DEFENSE MOBILIZATION ORDER-VII-4—-AMENDMENT 1 


Subject: ODM policy guidance on government-owned production equipment. 


1. Defense Mobilization Order—-VII-4 is hereby amended as follows: 

(a) The last sentence in subsections A and B of section 1 are deleted. 

(bv) The following paragraphs are added to subsection A of section 1: 

“All equipment in ‘packages’ shall be reviewed at least once each year to insure 
their essentiality to mobilization requirements and to guard against obsolescence. 
‘Packages’ or parts of ‘packages’ found to be obsolete or no longer essential to 
mobilization requirements shall be reported by the military departments to the 
Department of Defense as idle equipment to be screened for redistribution or 
disposal. 

“In any instance in which the military departments cannot meet urgent 
production schedules, because production equipment essential to this end is not 
immediately available within the Government or from private industry, equip- 
ment in ‘packages’ shall be made available on a loan basis for this purpose, 
until it can be replaced by equipment from other sources. Upon the termination 
of such loans the borrowed equipment, if required, will be returned to its 
‘package.’ 

“Recognition of the need for the continued maintenance of a modern and 
efficient production equipment mobilization base and Department of Defense 
planning and programing toward that objective would be advanced by the 
inclusion and consideration of requests for the following purposes as a part of 
the regular, annual budget cycle: 

“(1) Procurement of equipment to meet current production schedules, 
including equipment necessary to permit return of items borrowed from 
‘packages.’ 

“(2) Replacement of obsolete items in ‘packages’ by equipment currently 
regarded as efficient for the purpose. 

“(3) Provision for modernization and replacement of production equip- 
ment to keep pace with technological advances in both munitions design and 
in equipment essential to its efficient production.” 

(c) The following new subsection C is added to section 1. 

“C. Nondefense leasing —No Government-owned production equipment shall 
be leased for nondefense production purposes except when plans for such leasing 
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have been prepared by the owning agencies and approved by the Office of Defense 
Mobilization.” 


2. This amendment shall take effect immediately. 


OFFICE OF DEFENSE MOBILIZATION, 
ArTHUR §S. FLEMMING, Director. 


VII-Prod—DMO-4 

October 4, 1953 

EXECUTIVE OFFICE OF THE PRESIDENT 
OFFICE OF DEFENSE MOBLIZATION 
DEFENSE MOBILIZATION ORDER—VII—4 


Subject: ODM policy guidance on Government-owned production equipment. 


In order to maintain a highly effective and immediately available machine-tool 
and production equipment reserve for the mobilization readiness program of the 
United States Government, the Office of Defense Mobilization sets forth the follow- 
ing policy on Government-owned production equipment, including machine tools: 


1. Disposition of production equipment 


A. Department of Defense.—Production equipment owned by the Department of 
Defense for which there exists a known or anticipated defense mobilization need 
should be held in efficient operating condition in “packaged form” (‘packaged 
form” means a complete complement of production equipment and tools capable 
of producing a particular military item or items at a particular plant) at or near 
the plants which will operate them in event of an emergency. In the event no 
such storage arrangement is possible, the equipment may be stored in central 
Government warehouses, but, in such eases, all efforts should be exerted to main- 
tain intact complete complements of production equipment and tools. In those 
cases in which complements of equipment are not wholly Government-owned, every 
effort should be made to keep as much as possible of the total equipment comple- 
ment in packaged form. 

Department of Defense owned tools and equipment shall not be leased for non- 
defense production except when plans for leasing have been submitted by the 
Department of Defense and approved by the Office of Defense Mobilization. 

B. Other Government agencies.—Production equipment owned by Government 
agencies, other than the Department of Defense, should be stored adjacent to 
manufacturing establishments only if there exists a known or anticipated de- 
fense mobilization need therefor at such location and if storage arrangements 
provide for the maintenance of the equipment in efficient operating condition. 
Where adjacent storage is not required to meet a known or anticipated defense 
mobilization need, the equipment should be placed in storage by the owning 
agencies under the most economical arrangements that are compatible with 
maintenance of the equipment in efficient operating condition. 

No production equipment owned by Government agencies, other than the 
Department of Defense, shall be leased for nondefense production except when 
plans for such leasing have been prepared by the owning agencies and approved 
by the Office of Defense Mobilization. 

2. Scope of policy 

The policy guidance set forth herein shall relate to all Government-owned 
production equipment, as defined in supplement A to DMO-18, whether or not 
such equipment is included in the inventories established by DMO-18A and 
DMO-18B. This order is not designed to affect any existing leases of Gov- 
ernment-owned production equipment. 


8. Reports 


Periodic reports of operations under this policy will be submitted to the 
Director of the Office of Defense Mobilization and made public by him. 
4. This order shall take effect on October 9, 1953. 


OFFICE OF DEFENSE MOBILIZATION, 
ARTHUR 8S. FLEMMING, 
Director. 
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V1I-Prod—-DMO-4 
Supplement 1 
August 25, 1955 
EXECUTIVE OFFICE OF THE PRESIDENT 


OFFICE OF DEFENSE MOBILIZATION 
DEFENSE MOBILIZATION ORDER-VII—4 
Supplement 1 


Subject : ODM policy guidance on Government-owned production equipment. 

In order to provide immediate relief to the disaster areas designated by the 
President, the Office of Defense Mobilization hereby supplements its policy on the 
leasing of Government-owned production equipment in the following particulars 

1. Tool reserves of idle Government-owned production equipment are assigned 
under Defense Mobilization Orders-VII-1A and VII-1B to the Department of 
Commerce and the Department of Defense. The Commerce inventory covers idle 
equipment belonging to the Atomic Energy Commission, the Maritime Adminis 
tration, the General Services Administration and the Department of Health, 
Education, and Welfare. The Defense inventory contains idle equipment belong 
ing to the Departments of the Army, Navy, and Air Force. These inventories 
include machine tools, secondary metalworking equipment, welding equipment, 
heat-treating furnaces, heavy power transformers, industrial trucks, tractors and 
trailers and certain specified testing and measuring machines. 

2. All idle equipment included in these two central inventories will be made 
available upon request to producing establishments crippled by recent floods 
Authority to arrange for the immediate leasing of such equipment to damaged 
establishments who need it to resume normal operations is hereby granted to 
the Department of Defense and the Department of Commerce for the items in 
their respective idle inventories. This authority is limited to the disaster area 
and to the duration of the flood emergency as established by the President of 
the United States. 

3. Leases authorized under this supplement shall be only for such period of 
time as is necessary for the lessee to obtain delivery on equipment to replace 
those which have been damaged or destroyed. In no case shall the lease be 
entered into for more than a 1-year term. If at the close of a l-year term re- 
placements are still not available, existing leases may be extended for an addi- 
tional period until deliveries can be effected or 1 year whichever is the shorter. 
Monthly rentals for equipment leased under this supplement will be charged at 
the rate of 1 percent per month of the acquisition cost of the equipment. The 
lessee will also pay all shipping and installation costs incidental to getting the 
equipment into operation at the sites at which it is to be used. 

4. Authorization to lease and ship will be issued by the Commerce and Defense 
Departments within 24 hours of receipt of request wherein at the discretion of 
authorized Commerce and Defense Department officials such leasing is necessary 
to restore normal production. Details of the formal lease will be worked out as 
quickly as possible thereafter between the leasee and the owning agency or by 
the General Services Administration acting for the owning agency. 

5. Periodic reports of operations under this supplement will be submitted on 


-all by all participating agencies to the Director of the Office of Defense Mobiliza- 
tion to be made public at the discretion of the Director. 


6. This supplement shall take effect on August 25, 1955. 


OFFICE OF DEFENSE MOBILIZATION, 
ARTHUR 8S. FLEMMING, Director. 
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VII-Prod—-DMO-4 

Supplement 1 

(Amendment 1) 

September 21, 1955 
EXECUTIVE OFFICE OF THE PRESIDENT 


OFFICE OF DEFENSE MOBILIZATION 
DEFENSE MOBILIZATION ORDER—VII—4 
Supplement 1 (Amendment 1) 


Subject : ODM policy guidance on government-owned production equipment 
: Supplement 1 of Defense Mobilization Order-VII-4 is hereby amended as 
OLLOWS: 
Add the following sentence to paragraph 3: 
“The monthly rental charges will begin 90 days after the arrival of the equip- 
ment at the lessee’s plant.” 
2. This amendment is retroactive to August 25, 1955. 
OFFICE OF DEFENSE MOBILIZATION. 
ARTHUR 8S. FLEMMING, 
Director. 


. APPENDIX 4 


UNITED STATES SENATE, 
SELECT COMMITTEE ON SMALL BUSINESS, 
December 12, 1955. 
Hon. Arrnur 8S. FLEMMING, 
Director, Office of Defense Mobilization, 
Washington 25, D.C. 

DEAR Mr. FLEMMING: The Small Business Committee has long been interested 
in the soundness of the machine-tool industry, since the vitality of this industry 
reflects not only upon our ability to produce for defense in a future emergency 
but upon the health of our small-business community as well. For these reasons, 
I would appreciate full information as to the current status of ODM programs 
and planning as they relate to the machine-tool industry. 

As you are well aware, United States defense production in World War II and 
later in Korea was hampered by machine-tool shortages and deficiencies in our 
mobilization planning. During this period of relative calm, it would be well, I 
believe, to examine the premise of our Government-owned machine-tool inventory 
and mobilization plans for their utilization in order to guard against similar de- 
lays in another national emergency. Further, it may be well to consider a re- 
placement program for machine tools and related industrial equipment to keep 
these national assets at a higher level of efficiency. 

As I understand it, the greater portion of our machine-tool inventory is 11 to 
15 years old. Rapid technological advances in the last few years have produced 
machine tools of vastly greater efficiencies than World War II models. Operating 
efficiencies resulting from the use of newest machine tools might make a re- 
placement program largely self-supporting and at the same time improve our 
ability to produce in a future emergency. 

Briefly stated, what I want to know is how we stand as to: (1) sufficiency 
of the current inventory of Government-owned machine tools, (2) adequacy of 
our mobilization planning for utilizing these machine tools in a future emergency, 
and (3) the desirability of instituting a replacement program to maintain these 
tools in a relatively modern condition. 

There is no disposition to limit your reply to the above questions as I am 
anxious to have a full expression of your views. I know of your interest in the 
problems of small business and your willingness to cooperate with this committee. 
In order to fully collate this information for the benefit of committee members, a 
reply by December 28 would be appreciated. 

Thank you for your cooperation in this matter. 

Sincerely yours, 


JOHN SPARKMAN, Chairman. 
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APPENDIX 4 (a) 


EXECUTIVE OFFICE OF THE PRESIDENT, 
Orrick OF DEFENSE MOBILIZATION, 
Orrice Or THE DIREcTOR, 
Washington 25, D. C., January 12, 1956. 
Hon. JOHN SPARKMAN, 
Chairman, Select Committee on Small Business, 
United States Senate, 
Washington, D.C. 
DEAR SENATOR SPARKMAN: This is in further reference to your letter of 


December 12, 1955, in which you have asked for current information on the 
several machine-tools programs. In compliance with your request we now trans- 
mit to you the enclosed report which has been prepared to cover the various 
aspects of your inquiry. 
The report is organized into three sections as follows : 
1. Statement of the general purpose of the programs and the authority 
under which they are carried on. 
2. Summary of the activities engaged in by the ODM in carrying on the 
programs. 
3. An evaluation of the current status of each of the principal programs, 
the progress made to date and what remains to be accomplished 
We believe that the basic issues raised by the first two questions in the fourth 
paragraph of your letter are answered in the report, but complete details on 
the military-tool program can be obtained only from the Department of Defense 
We understand that they are supplying you with a report on these subjects. 
With respect to the third question in the paragraph, for some time we have 
shared with the Department of Defense officials, a growing concern over the 
age of the inventories of military-owned tools. For this reason, on Friday, 
January 6, we jointly revised our directives on machine tools and production 
equipment. These new directives provide for an annual review of all machine 
tools, and also provide that the military services shall request annual appro 
priations for replacement of obsolete equipment. 
If there is any further information that we can supply or any other way in 
which we can be of assistance, please call on us. 
Sincerely yours, 
ARTHUR S. FLEMMING, Director. 


PRODUCTION-EQUIPMENT PROGRAM 
I. Authority 


1. The production-equipment program is concerned with provision for, and 
maintenance of, an adequate production-equipment mobilization base, including 
the entire field of machine tools and metalworking equipment. 

2. This program is carried out under the authority of the Defense Production 
Act of 1950 (as amended in June 1954 and August 1955), Executive Order 10480 
of August 14, 1953, and each of the following defense mobilization orders: 

Defense Mobilization Order I-7, of August 14, 1953, delegating authority to 
certain offices and agencies pursuant to the Defense Production Act and Exec- 
utive Order 10480. 

Defense Mobilization Orders VII-1—A and VII-1-—B of August 3, 1953, provid- 
ing for the management of Department of Defense-owned production equipment 
by the DOD and providing for the establishment of a civil agencies central 
inventory of production equipment within the Commerce Department. 

Defense Mobilization Order VII-4, of October 9, 1953, outlining ODM policy 
guidance on Government-owned production equipment. 

Defense Mobilization Order VII-7, August 25, 1954, providing for the main- 
tenance of the mobilization base and establishing a Defense Facilities Main- 
tenance Board. 


IT. Summary 

Among the principal activities in which the ODM has been engaged in carrying 
on the production-equipment program are the pool order program, the ind: strial 
leasing program, the elephant machine-tool facilities expansion program, the 
machine-tool facilities expansion program, the program for the development 
and adequate control of central inventories of Government-owned production 
equipment, the program for establishing appropriate control of the ¢easing of 
Government-owned equipment for nondefense production purposes, and the pro- 
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gram for the development of full mobilization requirements for controlled mate- 
rials for the production equipment producing industries. Other important activ- 
ities engaged in as a part of this program are the elephant reserve program, 
the M-day pool-order program, machine-tool tariff, and foreign trade problems, 
surplus-equipment disposal problems, revision of standard leasing and purchase 
contract forms, Hoover Commission recommendations on the management of 
Government-owned equipment and surplus property disposal, questions in con- 
nection with the proposed use of ODM borrowing authority funds for additional 
Government-owned machine-tool reserves, development of improved machine-tool 
requirements data, and evaluation of requests for exemptions to expansion goals. 

The principal other Federal agencies worked with in these endeavors are 
the Department of Defense, the General Services Administration, the Business 
and Defense Services Administration, the Maritime Administration, the Atomic 
Energy Commission, the Department of Health, Education, and Welfare, and the 
Small Business Administration. 

During the past year, considerable progress has been made toward finding 
adequate solutions to production-equipment problems which have been of par- 
ticular interest to the committee. Paramount among these are satisfactory 
control over leasing of Government-owned equipment for nondefense produc- 
tion purposes, the coordination of all leasing proposals and all important pro- 
duction-equipment issues with the Small Business Administration and other 
interested Federal agencies, the development of a program for enlarging Gov- 
ernment-owned reserves of elephant tools as an alternative and supplement to 
the elephant machine-tool facilities expansion program, the determination of 
what constitutes adequate and competitive rental rates for Government-equip- 
ment leases, the further expansion and development of a central inventory 
record of all Government-owned production equipment, and the tightening up 
of policy and regulations designed to prevent dissipation of the Government- 
owned production equipment mobilization base via surplus sale channels. 


il. Evaluation 


1. Pool-order program.—The purpose of this program was to keep the ma- 
chine-tool producers busy building tools needed for mobilization during a period 
in which they might otherwise not have been producing to capacity because of 
the unavoidable lag between the placing of prime defense contracts and the 
ordering of tools essential to the completion of both prime and subcontracts. 
Under the authority contained in section 303 (e) of the Defense Production 
Act of 1950, as amended, pool-order agreements were entered into by the General 
Services Administration at the direction of the Office of Defense Mobilization 
with a large number of machine-tool producers. Under these agreements the 
tool builders produced certain specified tools in designated quantities and the 
General Services Administration guaranteed their sale when completed. In 
the event such tools remained unsold, the Government was committed to buying 
them at a price which excludes the manufacturer’s profit and selling expense. 

At the peak of this program in December 1952, 115 such contracts had been 
entered into embracing 94,225 tools, having an aggregate acquisition value of 
$1,425 million. As of November 30, 1955, the Government’s outlay under this 
commitment amounted to only $7,636,333 covering 578 units. Over 87,000 units 
have been sold to defense contractors and some 6,400 are accounted for by 
contract reductions, expirations, and cancellations. The net result of this 
program has consequently been the production and sale of over 87,000 tools, 
essential to an adequate mobilization base, at a cost to the Government of 
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less than six-tenths of 1 percent of their value. 


The kinds ef tools provided 
by this program are shown in the table below : 


POOL ORDER PROGRAM 


Distribution of units purchased by the broad metalworking equipment categories 


Percent 
Equipment categories : of tota 


Boring machines ; ‘oii 
Broacnineg macnumes.........—..«....-« 
Drilling machines PaOa ne 
Gear cutting and finishing machines_- 
Grinding machines.._._.........- ee 

lie ee: ET aR ae os 
Milling machines___.__.___-— 

em 
Miscellaneous machine tools_...__.._-__~- 


Tete oe 


: Adapted from NPA status report No. 17. 
2 Less than 0.5 percent. 


All contracts under this program, embarked upon in October 1951 were com 
pleted during the fiscal year 1955. Out of the total delivered all but 825, costing 
$10,439,000 were purchased by private industry. Of the 825 tools acquired by 
the Government, 239 valued at $2,621,000 have been resold and 8 tools valued at 
$182,000 transferred to other programs. Left-over pool-order tools held in Gov- 
ernment storage have been reduced by over 14 percent during the year ended 
November 30, 1955. 

2. Industrial leasing program.—Under this part of the machine tool program, 
machine tools, and equipment are purchased and installed by the Government 
under leasing agreements with private defense contractors. Such agreements 
were entered into with producers of cutting tools, industrial gages, and machine 
tools, in order to provide these industries with added facilities for expanding 
production. The leased tools remain the property of the Government under the 
leasing agreements except in those instances in which purchase options included 
in the contracts are exercised by the lessees. 

As of June 30, 1955, all contracts under this program, amounting to approxi 
mately $32 million and providing for the delivery of 2,368 units of equipment, 
had been completed. The General Services Administration negotiated 121 leas 
ing contracts in order to carry this out. 

Out of the 2,768 tools so far completed and delivered under this program, only 
325 are currently in storage. A total of 2,333 remain in contractors’ plants and 
continue to yield the Government a monthly rental under 93 leasing contracts. 
Of the remaining 110 units, 4 are accounted for by transfer to the national indus 
trial equipment reserve and 106 by sale to contractors. It has been estimated 
that the total rental income earned on this equipment by the close of fiscal year 
1956 will amount to approximately $12 million or over half of the cost of the 
program. It is a reasonable expectation, therefore, that in a few more years this 


732575610 
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program will have paid for itself. The kinds of tools provided by this program 
are indicated in the following table: 


INDUSTRIAL LEASING PROGRAM—NEW GOVERNMENT-OWNED TOOLS AND EQUIPMENT 


ACQUIRED FOR LEASING TO INDUSTRIAL ESTABLISHMENTS TO EXPAND THEIR CAPAC- 
ITY TO PRODUCE 


Distribution of units purchased by the broad metalworking equipment. categories 


Percent of 
total tools 
and equip- | chine tools ! 


| 


| Percent of 


Equipment categories total ma- 





ment ! 

a ines -_ icebatliansslomeihe —|—_—__—___|—- a‘ 

i 2d wndeampekbimciusenaw dea acwanaceeeniniee 4.5 | 11.3 
Broaching machines_-_-__.____- a ae ; petitheiad a 5 
Drilling machines. - - € ook See ee 4.6 | 11.5 
Gear cutting and finishing machines.._- 1.6 | 1.0 
Grinding machines ___- 11.6 | 29.0 
Lathes___-__--. ae ccliieecsdadticaht : en 6.8 | 17.0 
Milling machines_- a ae ides ey ia. 8 
Planers.. -_ 1.4 | 3.5 
Miscellaneous machine tools- ae 2.2 | 5.5 
Other miscellaneous equipment... ? 60.0 | 2 Omitted 


Total machine teols_._....___-- ligast ; ; 100. 0 


Total tools and equipment. 100. 0 = see 


1 Estimate based on GSA review of contracts. 

2 Represents only approximately 10 percent of dollar value. 

3. Elephant tool facilities expansion program.—tin order to provide an ade 
quate number of unusually large multi-purpose precision machine tools needed 
for the accomplishment of known and anticipated defense-production needs, the 
General Services Administration was directed by the ODM to undertake a pro- 
gram to expand capacity to produce elephant tools. This program involves ac- 
celerated tax amortization, loan guaranties, installation of Government equip- 
ment under lease contracts, pool-order agreements, and working capital advances 
to manufacturers. As of December 1955 3 contracts had been entered into and 
completed under this program providing for the installation of 308 units of 
equipment valued at $4,407,000. All 308 units are delivered and under lease to 
elephant-tool producers. These 3 contracts are with the G. A. Gray Co. for 12 
units, the Onsrud Machine Works, Inc. for 84 units, and Giddings & Lewis 
Machine Tool Co. for 212 units. 

In the past 2 years there have been no elephant-tool builders interested in 
expanding their capacity under this program. It consequently appears that this 
program will come to a close with an accomplishment of substantially less than 
industry judgment indicated, when the program was begun. This has resulted 
in the initiating by the ODM of the elephant reserve program, described below, 
as a supplementary program to the elephant tool-facilities expansion program. 

4. Elephant tool reserve program.—Many months ago the ODM initiated a 
survey of all known elephant tools in existence in the United States as one funda- 
mental step toward arriving at a determination as to whether or not existing 
stocks of such tools are adequate to meet mobilization needs and consequently 
the extent to which Government-owned reserves of these large tools might be 
inadequate. With the assistance of the DOD, SBA, GSA, and BDSA there have 
now been developed and tabulated in preliminary form a number of pertinent 
facts from this census of elephant tools. Preliminary tabulations are now avail- 
able showing total stocks and extent of Government and private ownership, by 
broad elephant-tool categories, by age, condition, extent of peak-period use, 
extent of anticipated direct-defense use and related information. Summary 
tabulations of existing stocks by elephant category, ownership, and condition 
follow. 

Review of these data has shed important light on the adequacy of elephant 
tools. A considerably larger number of them are in existence than was anti- 
cipated. Also Government stocks are larger than expected. In addition, it 
seems clear from these data that existing elephants were not used to anything 
like capacity during the guns-and-butter Korean defense effort and that full use 
would probably not be the general situation under an all-out emergency. There 
consequently appears to be no need for any broad-gage program of Government- 
financed purchase of such tools. This perhaps explains why, under the elephant- 
tool facilities expansion program, mentioned above, there appeared to be no 
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more elephant-tool builders interested in expanding their facilities after the 
three existing contracts for this purpose had been negotiated. 


TABLE I.—Total United States stocks of elephant tools by types and by Govern- 
ment and private ownership 


Total Privately owned | Government owned 
Types-of tools Uaed 
stock mb. ere Number Percent 


. Horizontal boring machines_. 
Vertical boring machines 
Radial drills 

. Gear generators, hobbers, shapers, and shavers 
. Cylindrical grinders 

}. Lathes. 

. Milling machines 

. Planers 

. Plate-edge planers 

. Shapers, draw cut 

. Slotters 

2. Bending rolls 

3. Bending and forming machines 
. Press brakes, power driven 

5. Presses, hydraulic 

}. Presses, mechanical 

7. Other types 


wn de Woe 


CDS 


nw Oh 


Total_. 


TABLE II.—Totail United States stocks of elephant tools by types and condition 


Total 
United Good } I Poor 
States 


stock 


Types of tools 


Num- | Per- | Num- ’er- Num- 
ber cent ber cent ber 


. Horizonta! boring machines --- 164 | 
. Vertical boring machines_.- 68 
. Radial drills 67 
. Gear generators, hobhbers shapers, 
and shavers 150 
. Cylindrical grinders 25 
Lathes 115 
. Milling machines . : 14 
. Planers. -.- 74 
. Plate edge planers 26 
. Shapers, draw cut ‘ 22 
. Slotters---.--- ; 6 
2. Bending rolls ; 14 
3. Bending and forming machines 6 
. Press brakes, power driven : 69 
. Presses, hydraulic ; ’ 115 
). Presses, mechanical... —.- 59 
. Other types 25 


whe 


oo 


sens) 


a 
noe 


Total. ian , 83 1, 019 


However, it appears to be a rather general belief that there probably are a 
number of isolated elephant deficiencies that are not revealed by the work done 
so far. Accordingly, the ODM has asked for a retabulation of elephant inventories 
which will reflect size and location, and has requested the BDSA to examine mili- 
tary machine-tool requirements by programs, in relation to elephant-tool capacity 
to meet such programs, with the objective of pinpointing specific deficiencies. 
Such deficiencies as may be established by this further study, the ODM plans to 
eliminate through enlarging, as necessary, the Government-owned elephant-tool 
reserves of the GSA by an allocation of borrowing authority funds for this pur- 
pose. It is expected that this latter phase of the program may be accomplished 
in the next 6 months. 

5. Controls over the leasing of Government-owned equipment.—On October 9, 
1953, the ODM issued Defense Mobilization Order VII-4, designed to prevent the 
dissipation of that part of the Nations’ machine-tool mobilization base which is 
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Government-owned. Under the previsions of this order, Government-owned pro- 
duction equipment may be leased for nondefense production purposes only after 
specific proposals for such leasing have received the prior approval of the ODM. 
Following the issuance of this order, the ODM established a procedure for the 
submission and consideration of such leasing proposals. This procedure estab- 
lished the detailed information which each such proposal should contain and 
the interagency clearances to be effected prior to approval or denial. The 
objective in this effort has been to permit only such nondefense leasing for which 
it could be clearly established that it would be in the best interests of national 
defense and would serve to add to, rather than take away from, the Nation’s 
industrial mobilization readiness. 

Further experience has been gained on this during the past year and, as a result, 
it now appears that the existing policy and procedures have become more clearly 
understood and that the leasing of Government equipment for nondefense use 
is satisfactorily under control. From the issuance of DMO VII—4 through Decem- 
ber 1955 the ODM received nondefense leasing proposals involving 77 companies 
and 2,266 items of equipment valued at $24,611,590. Out of these, the ODM 
has approved nondefense leasing to only 22 companies involving 815 items valued 
at $5,800,138. Requests were denied to 54 companies involving 266 items valued 
at $8,479,066. The 1,185 remaining items values at $10,332,386 are accounted for 
by proposal withdrawals after submission, embracing 547 items valued at 
$4,576,543, and pending cases involving 638 items valued at $5,755,843. From 
these facts it is evident that the leasing of Government-owned equipment for 
nondefense production purposes has been only a minor fraction of a percent of 
the estimated 400,000 items which the Government owns. 

6. Review of Government-owned equipment rental rates.—Current estimates 
of the total stock of production equipment in existence in the United States reveal 
a total of approximately 2,500,000 items. Out of this the Federal Government 
owns an estimated 400,000 items, or 16 percent of the total. This means that asa 
direct result of three wars the United States Government has become the world’s 
largest owner of production equipment. The bulk of this investment, representing 
upwards of $4 billion, is of course on lease to private industrial establishments 
engaging in defense production. 

From time to time questions have been raised with respect to the adequacy of 
the rental rates at which the Government leases this publicly owned equipment 
to private industry. It has been alleged that the usual Government rental rate 
of 1 percent per month of acquisition cost gives competitive advantage to Gov- 
ernment lessees. The ODM has explored this question and finds that Government 
rental rates appear to be both competitive and adequate when the several aspects 
of the matter are carefully weighed. 

However, since the ODM does not own any equipment, it has a direct interest 
in leasing rates only to the extent that such rates have a bearing on ODM’s pri- 
mary responsibility in this area, the developing and maintaining of an adequate 
mobilization base to meet a full-scale emergency. It is, consequently, the ODM’s 
position that it should concern itself over rental rates only in situations where 
such rates appear to be causal deterrents to reaching and maintaining mobiliza- 
tion base objectives. The establishment of a rental rate on an equipment lease 
should be regarded as an operational detail, best handled by the operating agencies 
of Government, unless and until the handling of such details impinges on major 
objectives and makes more definitive policy guidance necessary. 

In this connection it is noteworthy that during the current year the DOD 
issued a revised regulation (DOD Instruction No. 4215.2 of January 14, 1955) 
which permits the charging of rates above 1 percent per month on equipment 
recently manufactured. Attention is directed to the permissive rather than 
mandatory character of this revised regulation. 

7. Central inventories of Government-owned production equipment.—During 
the past year, the ODM has continued to sponsor and to cooperate with the Depart- 
ment of Defense in its efforts to establish a complete central inventory record of 
all machine tools and related production equipment owned by the Defense Estab- 
lishment. The Department of Defense is believed to own over 350,000 items of 
equipment. These are scattered throughout numerous departmental depots and 
establishments and among thousands of private industrial plants. Despite the 
obvious difficulties in developing a central inventory under these circumstances, 
substantial progress has been made and records of approximately 278,000 items 
are now on hand in the Pentagon. 

In addition to this growing but still incomplete inventory of DOD-owned tools, 
the ODM has, during the past year, attempted to obtain a complete inventory of 
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production equipment for all of the other principal equipment-owning agencies 
of the Federal Government in order to develop for the first time a complete tabu 
lation of all such equipment. These latter data are now substantially complete. 
A preliminary table showing all Government-owned production equipment known 
to us at this time for central inventory purposes follows : 


Preliminary inventory of all Government-owned production equipment 


Owning agency 


DOD 
Maritime 
GSA 
AEC 
HEW 


Total 


1 Incomplete at this time. See DOD time schedule for completi 
2 Believed to be fairly complete but need further review and refinen 


Further work toward completion and refinement of these central inventory 
data will be carried on until the job is finished. Recently, each of the above 
agencies has reported to us the above items of equipment broken down into 
83 standard commodity categories. AS a result, we will soon know, in sufficient 
detail for many mobilization planning purposes, what these inventories con- 
sist of and what part of the total United States stock of each category they 
represent. It can, accordingly, be reported to the committee that substantial 
progress is being made in this task. 

8. M-Day machine-tool pool-order program.—In an effort to develop a ma- 
chine-tool pool-order program for trigger action in the event of a future emer- 
gency, sO as to be spared the lost time and confusion incident to its develop- 
ment under emergency pressures, the ODM last February requested the GSA 
to prepare a standard pool-order contract form, for use in a future emergency, 
and to develop a tabulation of tools purchased under the Korean pool-order 
program, showing quantities and value by categories, contracted for, delivered 
to private industry, delivered to the GSA and undelivered on contract termina- 
tion. Both of these have been supplied and made available to all of the 
equipment-owning agencies of the Federal Government for review and comment. 

In addition, the proposed contract form has been discussed at several meet- 
ings of Government and industry representatives and is now in the process 
of being redrafted by representatives of the BDSA and GSA legal staffs. It 
is expected that this will soon result in a revised draft acceptable to all. 

Concurrently, the Korean program data have been reviewed by the ODM 
and an analytical table prepared, duplicated, and transmitted to owning agencies 
for review and recommendation with respect to proposed M-Day purchasing 
schedules. This table, which is included below, shows contract obligations for 
62 equipment categories by quantity and value, tools delivered to private pur- 
chasers under the program, delivered to GSA and undelivered at contract ter- 
mination. This information will serve as a useful frame of reference from 
which future emergency M-Day purchasing schedules may be established. 

It is expected that within the next several months all of the details of an 
M-Day pool-order program will be complete and available for use in a future 
emergency. The completion of this job will be a cooperative effort coordinated 
by the ODM and participated in by all of the principal production equipment- 
owning agencies as well as the BDSA and selected industry advisers. It is 
planned to finance the initial commitments under this program through an 
allocation of borrowing authority to the GSA. 

9. Production equipment surplus disposals.—Defense Mobilization Order VIT- 
1A provides for the submission, by the DOD to the ODM, prior to actual dis- 
posal, of all listings of production equipment which have been declared excess 
to the needs of the DOD together with a statment of the disposition proposed. 
This was designed to prevent the dissipation of the production equipment 
mobilization base through sales of items excess to the DOD but perhaps not 
surplus to the defense effort as a whole. Some difficulty has been experienced 
in satisfactorily implementing and carrying out this provision because it is 
not easy to mesh it in with existing excess and surplus clearance and disposal 


} 


procedures prescribed for the general guidance of all Federal departments. 
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As a consequence, during the past year the ODM has supplemented this device 
with making spot checks upon items offered for sale as surplus at a number of 
depots and establishments. This effort has so far produced two pertinent results. 
In no instance, so far, has a spot check revealed that any of the equipment items 
being offered for sale were such that they should be retained as a part of the base. 
They have so far consisted of wornout or obsolete items or parts and auxiliary 
accessories for passé equipment. 

However, these spot checks did reveal important loopholes in the clearance 
procedures and have now resulted in amended regulations designed to correct 
these deficiencies (DOD Instruction No. 4160.1, dated July 14, 1955, and DOD In- 
struction No. 4160.9, of June 24, 1955). These efforts to prevent surplus sales 
detrimental to the defense effort will be continued by all means available to us, 


until well rounded and adequate controls have been established over this poten- 
tial leak in the mobilization base. 


APPENDIX 5 


UNITED STATES SENATE, 
SELEcT COM MITTEE ON SMALL BUSINESS, 


September 16, 1955. 
Hon. THOMAS P. PIKE, 


Assistant Secretary of Defense, Department of Defense, 
Washington 25, D.C. 

DearR Mr. SECRETARY: As you are aware, the Small Business Committee has 
long been interested in the soundness of the machine-tool industry. The vitality 
of this industry reflects not only upon our ability to produce for defense in a 
future emergency but upon the health of our small-business community. For these 


reasons I would appreciate full information as to the current status of Govern- — 


ment programs and planning as they relate to the machine-tool industry. 

In particular, I would appreciate answers to the following questions. I realize 
that many of these subjects were covered in your letter to Senator Thye of De- 
cember 14, 1954. Inasmuch as some 9 months have elapsed since your letter, I 
believe it would be advisable to obtain an up-to-date report. 

(1) Status of inventory.—The committee requires information as to efforts 
to develop and maintain an inventory of all Government-owned machine tools, 
including quantity, condition, and other pertinent data. Your estimates as to 
when a full inventory will be completed and the number of tools that will even- 
tually be included would be helpful. A breakdown as between idle tools and 
those now in active production might also be useful. 

(2) Leasing.—I would like a statement as to policies governing and the ex- 
tent of leasing by the Government of its machine tools. I understand that the 
Department of Defense has issued a revised directive raising the rental rate to 
a level more nearly competitive with the cost to private industry. Information 
as to the effect of this directive is desired. It would appear that in addition to 
the unfair competitive advantage placed on those companies not having Govern- 
ment machine tools, that extensive leasing may serve to delay the purchase of 
higher efficiency machine tools by private industry. If this be the case, potential 
defense production in future emergencies would be correspondingly diminished 
and the capacity of the machine-tool industry correspondingly curtailed. gain 
the committee would appreciate your views as to the feasibility of removing the 
Government from the machine-tool leasing business by maintaining the Govern- 
ment inventory in an inactive status or in stockpile. 

(3) Mobilization planning and current problems.—A current statement as to 
DOD plans for handling and distributing machine tools in a future emergency 
would be helpful. I would appreciate your views as to the desirability of main- 
taining the Government inventory at advanced efficiency through a program to 
replace a portion of this inventory each year with the most modern equipment 
available. I understand that technological advances in the last few years have 
produced machine tools with an efficiency level vastly greater than World War ITI 
and postwar models. A status report as to DOD plans for the procurement of 
long lead-time tools and other current and future problems is desired. 

There is no-disposition to limit your reply to the above questions as I am 
anxious to have the fullest possible expression of your views on this subject. 
Perhaps you would again be good enough to enclose copies of DOD directives 
where they would be helpful to us. I know of your interest in the problems of 
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small business and your willingness to cooperate with this committee. A reply 
at your earliest convenience would be appreciated. 
Thank you for your cooperation in this matter. 
Sincerely, 
JOHN SPARKMAN, Chairman 


APPENDIX 5 (A) 


ASSISTANT SECRETARY OF DEFENSE (SUPPLY AND LOGISTICS), 
Washington 25, D.C., November 4, 1955. 
Senator JouUN SPARKMAN, 
Chairman, Select Committee on Small Business, 
United States Senate, Washington, D.C. 

DEAR SENATOR SPARKMAN: Your letter of September 16, 1955, asks for full 
information as to the current status of Government programs and planning as 
they relate to the machine-tool industry. Our statements which follow are in 
connection with the specific topics mentioned, but only for those programs within 
the Department of Defense. There are other Government programs and plans 
in connection with machine tools which we feel could be better described by the 
appropriate civilian agencies such as the Office of Defense Mobilization and the 
Business and Defense Services Administration. 

(1) Status of inventory.—The latest figures now available are those showing 
inventory status as of September 1955. At that time, 277,682 metalworking 
machines, which originally cost over $500 had been listed. The total value of 
these is $2,927,801,115. Practically all of the machines listed up to now are 
those used in industrial activities of the military departments. An unknown 
quantity of machine tools owned by the Department of Defense are used in 
supply installations such as maintenance depots, mobile and floating repair 
shops. These machines have not been listed in the inventory because these types 
of installations did not utilize the standard commodity classification codes for 
cataloging their machines. A new Department of Defense instruction (4130.5) 
requires all Department of Defense agencies to use a “production equipment 
code.” This is a management code combining the best features of the standard 
commodity classification code and the Federal supply classification. Through 
this means the barricade to inclusion of “supply” types of tools in the complete 
inventory has been lifted. It is estimated that the total number of machines in 
this category will represent less than 20 percent of the total Department of De 
fense holdings which are thought to be some three hundred to three hundred fifts 
thousand machines. Attached hereto is a table showing the inventory, as of the 
most recent date, broken down by types of machines.’ 

In order to facilitate redistribution of machine tools to production uses on a 
priority basis, we have established a central inventory wherein descriptive data 
on idle machine tools owned by the Department of Defense is maintained. Also 
included in the inventory is data on machines in the national industrial equip- 
met reserve under the custody of the General Services Administration. Through 
this medium, contractors of ali three Departments are able to screen machine- 
tool resources of the entire Department of Defense, and tools can be made avail 
able quickly, thus minimizing the need for new procurement and the production 
delays which would otherwise be required through the delivery of new machines. 
At the present time, there are approximately 61,531 items listed in the central 
inventory. This figure is broken down into 20,827 Army items; 17,620 Navy 
items; 19,715 Air Force items; and 1,628 national industrial reserve items. A 
copy of Department of Defense Directive 4215.9, which governs the operation of 
the central inventory, is attached. (See Exhibit 2, p. 23.) 

(2) Leasing.—The policies regarding leasing of machine tools for nondefense 
use are the same now as they were when we furnished information on this sub- 
ject to Senator Thye in December of 1954. These are Office of Defense Mobiliza- 
tion Order VII-4 and Department of Defense Directive 4215.13 The directive 
covering rental rates to which you make reference, is Department of Defense 
Instruction 4215.2. The practical effect of this instruction is to raise our rental 
rates to a level more comparable to those charged by private industry. 

We think the ideal situation is to get the Government completely out of the 
leasing business. On the other hand, we also strongly feel that our machine tools 


1 Retained in committee files. 
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should, whenever possible, be stored at the plant where they would be used in an 
emergency. We are backed up in this belief by the Vance committee’s recom- 
mendation that we store productive capacity rather than end items. There are 
times when these two ideal situations are not compatible on a practical basis. 
Space, to an industrialist, must be considered from the standpoint of its earn- 
ings. Thus industry, when asked to store and maintain military-owned produc- 
tion equipment, often will do so only if utilization of the equipment for their 
civilian business is permitted. In the great majority of such cases, we remove 
the equipment and place it in central storage, but sometimes this is not possible. 
This is particularly true when the equipment is of a kind that cannot be removed 
without substantial loss of value or damage to itself or to the premises where it 
is installed. This is the type of case in which leasing presents the only practical 
solution. Furthermore, it is often advantageous to national defense in such 
cases to permit certain complementary equipment to remain. All such leases 
must be approved in advance by the Office of Defense Mobilization, which con- 
sults with other interested Government agencies such as the Small Business 
Administration and the Business and Defense Services Administration before 
granting an approval. These agencies weigh competitive advantages which might 
be offered against the national security aspects of the transaction. Up to the 
present time, 16 leases of DOD-owned equipment for use in nondefense produc- 
tion have been approved by the Office of Defense Mobilization. A list of these 
including other pertinent details is attached.’ 

(3) Mobilization planning and current problems.—Plans for handling and dis- 
tributing machine tools in an. emergency have changed very little since our letter 
to Senator Thye last December. BDSA Order M-41 remains in effect and in time 
of emergency would be the primary implement for controlling the distribution of 
machine tools. Our instruction 4215.1 directs the Departments to retain only 
that production equipment required to enable Government plants and planned 
suppliers to meet mobilization production schedules. It also permits reten- 
tion of a certain amount of production equipment for which specific re- 
quirements have not yet arisen, but which the owning agency knows from his- 
torical experience will be needed in an emergency. No problem in distribution 
of this equipment is anticipated. The requirements for stored equipment are to 
be reviewed at least every 2 years. That equipment found to be no longer needed 
is to be disposed of if it cannot be reassigned for another mobilization production 
role. No specific replacement program on a Department-of-Defense-wide basis has 
been undertaken at this time. The Navy, Bureau of Ships, has initiated such 
a program on a limited scale. Many factors enter into such a program and it is 
being carefully watched by this office to determine its effectiveness, cost, and 
acceptance by the Bureau of the Budget and Congress. 

We heartily agree that the technical advances made in the past few years have 
produced machines of vastly improved efficiency. Wherever possible, within our 
appropriations, we have attempted to procure such machines for current pro- 
duction programs. Furthermore, these advanced designs and efficiencies are 
given consideration in the replacement program which was just mentioned. 
Often one such machine can replace two or more earlier ones. We seriously 
doubt that it will ever be possible to obtain a complete reserve of such new 
machines because of the prohibitive cost. The Korean mobilization, however, 
brought a number of new machines into our reserve stocks and raised its 
efficiency to some extent. The long-lead-time equipment will also help. It must 
be remembered, however, that our machine-tool reserves are not supposed to be 
able to support a full-scale mobilization, except to the extent that they will be 
available as a stop gap until the machine-tool industry can begin to supply new 
machines at the rate demanded by wartime production programs. 

We have, as.you requested, tried to cover the points mentioned in your letter. 
It is regretted that there has been some delay, but we have deliberately waited 
until reports of inventory, which we receive semiannually, were tabulated. 
These were not received until mid-October. We have included copies of the 
appropriate directives, instructions, and orders, as well as certain other statistical 
data.* It is hoped that most of your questions have been answered, but we 
recognize the difficulty of explaining such a broad subject in a relatively few 
pages. We are quite proud of the progress that has been made in this field and 


1 Retained in committee files. 
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would be happy to answer any questions that we may have overlooked or which 
might come to mind in reviewing the facts set forth herein 
Sincerely yours, 
T. P. PIKe 


APPENDIX 6 


UNITED STATES SENATE, 
SELECT COMMITTEE ON SMALL BUSINESS, 
December 12,1955 
Hon. F. H. Hieerns, 
Assistant Secretary of the Army, 
The Pentagon Building, Washington 25, D.C. 


My Dear Mr. SEcreETARY: As you are aware, the Senate Small Business Com- 
mittee has long been interested in the soundness of the machine-tool industry 
The vitality of this industry reflects not only upon our ability to produce for 
defense in a future emergency, but upon the health of our small business com- 
munity as well. For those reasons, I would appreciate full information as to the 
current status of the Department of Army programs and planning as they relate 
to machine-tool industry. 

I would appreciate a current status report as to the Department of Army 
contributions to the inventory of Government-owned machine tools. A report as 
to the status of Army mobilization plans in this vital area is also desired. I 
would be interested in a breakdown of the current inventory of Army-controlled 
tools as between those in active use, by leasing or otherwise, and idle in stockpile 
Further, what is the status of Army thinking concerning the procurement of 
long-lead-time machine tools. 

Would you please provide information as to the degree of obsolescence of 
Army machine-tool holdings. Your opinions as to the desirability of instituting 
a replacement program to ensure that machine tools and related resources are 
kept in a relatively modern condition would be helpful. I understand that tech- 
nological advances in the last few years have resulted in the machine tools with 
an efficiency level vastly greater than World War II models. Is is possible that 
a realistic replacement program could achieve operating economics sufficient to 
be self-supporting while at the same time increasing our productive capacity in 
a future emergency ? 

There is no disposition to limit your reply to the above questions as I am 
anxious ot get the fullest possible expression of your views on this subject. Our 
experience during World War II, and later in Korea, clearly showed that a short- 
age of machine tools and deficiencies in mobilization planning were a deterrent 
to our defense production. Briefly, what I am now seeking to ascertain is where 
we now stand as to (1) the sufficiency of our current machine-tool inventory (2) 
the adequacy of mobilization plans to utilize these tools in a future emergency 
and (3) the desirability of instituting a replacement program to maintain the 
vigor of this asset. 

In order that this information may be fully collated for the benefit of commit- 
tee members, a reply by December 28 is required. 

With kindest personal regards. 

Sincerely yours, 


JOHN SPARKMAN, Chairman. 


APPENDIX 6 (A) 


DEPARTMENT OF THE ARMY, 
OFFICE OF THE ASSISTANT SECRETARY, 
Washington, D.C., December 27, 1955. 
Hon. JOHN SPARKMAN, 
United States Senate. 


DEAR SENATOR SPARKMAN: This is in reply to your letter of December 12, in 
which you requested information as to the sufficiency of the Army’s current 
machine tool inventory, the adequacy of mobilization plans to utilize these tools 
in a future emergency, and the desirability of instituting a program for replace- 
ment of tools by more modern and efficient machines. 

Your letter refers specifically to machine tools. However, because an adequate 
and balanced mobilization production base requires many other types of equip- 
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ment to be used in support of or in coordination with machine tools, our inventory 
is composed of all items falling within the more general category of “production 
equipment.” For this reason, the statistics and discussion in this letter will be 
on the basis of the overall term. 


The current inventory of Army production equipment is as follows: 


Items 
In active defense production_____________________. Binks ta aoe! 159, 523 
I i niece deanieitas ta ale  N  caisnthaiciclita teen gs tomar ben mitwlatianienabaisi 3, 363 
Idle 


cil encanta taatiaaea ei Ain ities tails RE ea Oe eee 
Total 


Equipment currently in active use for defense production may be located either 
in Government or private plants. 

Leased items are in private plants, where they were utilized in the Korean 
emergency. The lessee in each case is a planned supplier in a future mobilization. 

Idle equipment also is stored in both Government and private facilities. Except 
for items located in Government-owned and Government-operated plants, con- 
tractors placed the equipment in layaway and are responsible for its protection 
and maintenance in peacetime. 

In selecting the locations and methods of layaway of equipment as it became 
idle after the Korean truce, the Army has followed the general policy established 
by the Office of Defense Mobilization in DMO VII—4, dated October 9, 1953. In 
line with that policy, but subject to cost considerations, equipment has been 
placed in layaway and will be retained in the manner and at locations as listed 
below in the order of preference : 

(a) In place, at site of use; 

(b) In storage, as production units, at or near sites of use; 
(c) In storage, as production units, in Government space ; 

(d) Instorage, as individual items, in Government space. 

The standby lines ((@) above) obviously offer the earliest production capa- 
bilities in a future emergency. They provide capacity for items which must be 
available in the shortest possible time after a future M-day. The contractors 
responsble for these lines have entered into signed agreements to activate and 
operate the equipment as necessary to meet defense needs. In some cases the 
Government equipment has to be supplemented with items owned by the con- 
tractors. The terms of their agreements require the contractors to keep their 
machines available and to eperate them in conjunction with the Government- 
owned items as necessary for defense production. 

The contractual terms for layaway of equipment stored at or near the sites 
of contractors’ plants are substantially the same as for the standby lines. Ina 
few cases it has been more economical in this type of layaway for the Army to 
eonstruct storage warehouses adjacent to contractors’ plants, with protection 
and maintenance provided by the contractors. Since reinstallation is necessary, 
on-site storage does not provide for production as quickly after M-day as does 
the standby line method. 

If M-day production schedules permit, or if satisfactory terms for protection 
and maintenance cannot be negotiated .with contractors, equipment is removed 
from private plants and placed in layaway at the nearest Government space as 
complete packages. In an emergency the packages will be returned to the con- 
tractors’ plants and reactivated under terms of written agreements which have 
been negotiated. 

In numerous instances, Korean emergency contractors were furnished limited 
numbers of machine tools or other equipment items needed to round out com- 
mercial lines being converted to defense production. As a rule, as they become 
idle these items are removed from the private plants and placed in the nearest 
available Government storage. The major portion of such equipment is desig- 
nated for return to the plants from which removed, or to other plants with 
which industrial mobilization planning has been accomplished. 

You will note that regardless of the location or manner of layaway as described 
in the preceding paragraphs, equipment is assigned to specific contractors for 
production of specific items, under written agreements which are effective immedi- 
ately at the outset of a future period of mobilization. The only exceptions to 
this situation are: 

(a) A limited number of general purpose machines for which there is no 
specific requirement under current plans, but for which there always is a large 


1DMO VII-—4 reproduced in this record as appendix 3, pp. 133-136. 
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demand in time of large-scale production. 
as may develop in the future. 

(bd) Equipment to be used for production in Government-owned and Govern- 
ment-operated plants. The only exception in these cases is that there is no 
mobilization planning with contractors because future operation will be by 
Government personnel. In all other respects the planning is substantially the 
same as where contractors are involved. 

The question of whether the equipment reserve of the Army is sufficient to meet 
mobilization requirements cannot be answered without taking into consideration 
a number of other factors. Current planning is conducted on the premise that 
mobilization production readiness must be based on a combination of stocks of end 
items on hand ready for issue and a reserve of production capacity consisting of: 

(a) Government-owned plants. 

(b) Complete prduction lines in which all or a substantial portion of the equip- 
ment is owned by the Government but will be utilized by contractors in privately 
owned facilities. 

(c) Privately owned facilities which will be converted to defense production 
in an emergency on the basis of schedules developed through industrial mobiliza- 
tion planning between contractors and the Government. In these facilities, all or 
most of the equipment is privately owned, although some individual items will 
be furnished from the Army reserve as necessary to round out production lines. 

On the basis of guidelines currently available for planning purposes, I feel that 
the inventory of production equipment is substantially sufficient to provide for 
this aspect of the balanced mobilization readiness described in the preceding 
paragraph. There are some gaps which must be filled to round out production 
lines, and additional equipment will be needed to balance capacity for related 
components and end items required in equal quantities. The development of new 
weapons, or increased requirements for current weapons, may necessitate aug- 
mentation of the reserve from time to time. Future changes in planning guidance 
may create either shortages or excesses in the inventory. These are possibilities 
which cannot be anticipated at this time, however, and I must base my reply to 
your question on the guidelines under which we now plan. 

Current acquisition of long lead-time equipment for mobilization use undoubt 
edly would expedite production in those areas where such machines as may be 
required are not available from the inventory. Because of the rapid and con 
stant developments in weapons systems, however, the greatest care would have 
to be exercised in determining the programs for which current acquisition is 
justified. Furthermore, changes in planned procurement resulting from these 
developments might serve to make available, for production of new weapons, 
long lead-time equipment now being held for the manufacture of items which 
will be superseded. Still another consideration is the necessity for utilizing 
available funds in the manner calculated to make the greatest contribution to 
the defense effort. Decisions as to current purchase of long lead-time equipment 
must be made at a level above the Department of the Army. 

The problem of obsolescence must be considered from two directions. First, 
there is the question of equipment becoming obsolete in the sense that it has 
been superseded by machines which can produce in greater quantity at lower 
cost. The second consideration is that of whether equipment used in the pro- 
duction of an end item which has become obsolete should be retained to produce 
new or different items for which the Army has supply responsibility. 

The Army has taken the position that advancements in production equipment 
are so numerous and so continual that replacing reserve machines as soon as 
new and improved models become available is not practicable. Such a program 
eventually would result in replacement of previously acquired replacement items 
which never had been used. The policy of the Army is to retain each machine 
reserve for as long as the machine can produce, for a minimum of 1 year, the 
end item of supply which the equipment is to manufacture in a period of 
mobilization. 

Machines in current production present a different situation, and unquestion- 
ably there will be instances in which the replacement of older and less efficient 
equipment is fully justified on the basis of operating economies. We try always 
to be alert to situations of this nature as part of a continuous program directed 
at providing the most defense at the least overall cost to the Government. Each 
individual replacement must be justified on its own merits, but there have 
been, and no doubt will continue to be, instances in which the cost of new 
eyuipment not only is self-liquidating on current production but also increases 
the capacity available for mobilization. 


These machines are held for such use 
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When an end item of supply is superseded, or for any other reason will not be 
required in a future emergency, all equipment being retained for production of 
the item immediately is surveyed to determine whether the equipment should be 
kept for mobilization production of another item or removed from the reserve 
for disposal action. This procedure assures retention of only that equipment 
which is essential to, and suitable for, meeting approved mobilization production 
requirements. 

In summary, the status of the Army’s production equipment inventory and 
planning for its use in mobilization is as follows: 

(a) The equipment on hand is substantially sufficient when considered in 
conjunction with all other phases of the program for mobilization production 
readiness. Acquisition of some additional items will be necessary from time 
to time to provide for new requirements and to completely round out the pro- 
duction base. 

(b) Layaway of equipment for mobilization use has been in accordance 
with policy guidelines established by the Office of Defense Mobilization and 
the Department of Defense, due consideration having been given to the factor 
of cost in final selection of the method and location of layaway. 

(c) In planning for mobilization use of this inventory, each piece of equip- 
ment is designated for production of a specific item at a specific location, the 
only exception being a limited number of general purpose tools held for un- 
foreseen requirements. 

(d) The equipment reserve and mobilization plans for its use, including 
methods and locations of layaway, are subject to continuous review. Changes 
in the reserve structure are made as necessary to conform to latest war plans 
and to insure maximum defense returns at minimum cost. 

(e) Although much of the equipment is not of the latest and most efficient 
models, each machine is capable of producing for at least 1 year the end item 
of supply to which it is related in mobilization planning. 

(f) Equipment in active use should be, and is, replaced by more modern and 
efficient tools where replacement costs can be liquidated through operational! 
economies on current production schedules. 

(9g) Wholesale replacement of idle equipment by the latest available models 
is not considered to be either essential or economically feasible. 

(hk) Current acquisition of some long lead time equipment would expedite 
production after M-day. The extent to which such a program is desirable and 
economically feasible is a matter for decision at a level higher than the 
Department of the Army 

I am convinced that the current program of the Army to retain and to plan 
for mobilization use of its reserve of production equipment is based on sound 
business principles and, if continued, will substantially eliminate the production 
shortages which occurred immediately following our entry in World War II 
and after the outbreak of the Korean situation. This program, although sub- 
ject to the strictest economy, will be relatively expensive. However, the cost 
of the program will be far less than the expense that would be involved in 
producing and storing a stock of finished munitions equivalent to the produc- 
tion which could be obtained from the equipment reserve between M-day and 
the date on which production would be possible without the reserve equipment. 
Moreover, munitions become obsolete more quickly than production equipment 
and also are expensive to store and maintain in peacetime. 

I trust that the above provides the information you desire. 

Sincerely yours, 


F. H. Hieerns, 
Assictant Secretary of the Army (Logistics). 
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APPENDIX 7 


THE NEED FOR A NATIONAL POLICY FOR THE MACHINE-TooL INDUSTRY 
IN PEACE AND WaR: A PAPER FOR THE NATIONAL Securrry CouNctI 


SUMMARY 


The machine-tool industry * respectfully requests the National Security Council 
to prepare for the consideration and approval of the President a national policy 
on machine tools. Without this policy “at the summit,” the industry cannot con 
tinue in the state of health and readiness which the national security demands 
Gen. William S. Knudsen declared: “Machine tools are the most essential item 
in the defense program.” And yet this industry is oppressed with a multiplicity 
and complexity of problems, each being dealt with by a separate agency of Gov- 
ernment, several of which are determining policy without regard to national 
defense considerations. 

Without prompt attention and coordination at the highest level, this industry 
and Government planning in regard to it—will relapse into the condition which 
produced the shortages and resultant tragic delays in equipping our fighting forces 
during the Second World War and the Korean war. Two lessons, paid for with 
so high a price, ought to be enough. The cost of another failure to learn the 
obvious may be incalculable. 

The heart of the problem is that there is a great disparity between the peace 
time demand for machine tools in the private domestic and foreign markets and 
the need for them in wartime. Production has to be increased to maximum 
capacity, and new capacity, excess to any peacetime need, has to be created. After 
the war the machines remain for a decade to flood the market and thus add to the 
problem of preserving an industry for a new crisis if and when it occurs. So a 
sound governmental policy is needed to establish wise defense programs, to give 
careful thought and planning to the holding or using of surplus tools, to help 
retain a foreign market which is rendered precarious by monetary and tariff 
barriers, to avoid reducing markets at home and abroad by the intervention of 
foreign companies financed by United States Government funds, and to use tax 


and other Government powers in accordance with and not against the defense 
interest. 

The acts and programs which call for coordination or for review by Presi- 
dential Commissions or Committees lie mainly in six fields: 


(a) Building a mobilization base for future emergencies through the creation 
of permanent defense production capacity 


In 1953, the Advisory Committee on Production Equipment under the chair- 
manship of Mr. Harold S. Vance recommended annual governmental expendi- 
tures of from $500 million to $800 million for machine tools and other produc 
tive equipment then deemed essential to a mobilization base. Had this program 
been carried out, there would have been expenditures of from $1.5 billion to $2.4 
billion during fiscal years 1954, 1955, and 1956. But nothing like these sums has 
thus far been expended or even appropriated, and we estimate that performance 
has fallen below plan by approximately $1.7 billion. This represents more than 
2 years of production for the entire machine tool industry at the present rate. 


(b) The Government is in the machine tool business 


It owns around 400,000 machines valued conservatively at $2 billion, and it is 
under constant pressure to sell or lease them to private contractors for use in 
ordinary commercial business. 

At the end of World War II, the machine tool industry was badly hurt by the 
sale of war surplus machines at fractions of their actual value. The most care- 
ful management of the huge Government inventory is essential in order to pre- 
vent a repetition of the postwar machine tool depression and a consequent 
weakening of the industry’s capabilities in any future emergency. 


1From National Machine Tool Builders’ Association and American Machine Tool 
Distributors’ Association, July 1, 1955. 

2 Represented by the National Machine Too] Builders’ Association and the American 
Machine Tool Distributors’ Association whose members account for the manufacture or sale 
of all but a small portion of the country’s machine tools. 
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(c) The machine tool industry is progressively losing its traditional crport 
markets 

Foreign machine tools are being imported into this country at 12 times the 
pre-Korean rate. United States machine tool companies are establishing facili- 
ties abroad to take advantage of the conditions which favor their foreign com- 
petitors. 

The result of this entire process is a weakening of the United States machine 
tool industry and a loss of machine tool capacity which the country cannot 
afford. While in some measure it is the consequence of wage differentials which 
permit foreign companies to offer prices as little as 36 percent of the price of a 
comparable United States machine, United States manufacturers also face ex- 
change control difficulties, tariff and customs barriers, difficulty in meeting the 
credit terms offered by foreign competitors with the assistance of their govern- 
ments, and finally the recent relaxation of the Buy American Act. It is in these 
areas that there should be prompt and effective action directed from the highest 
level of the Government. 


(d) Machine tool obsolescence is a very serious factor in our national security 


Today more than half the machine tools in service are more than 10 years 
old and more than a fifth are more than 20 years old. 

The administration’s tax depreciation policies are designed to help modernize 
the machines of American industry. This was the main purpose of the provisions 
of the Internal Revenue Code of 1954 relating to the double-declining-balance and 
the sum-of-the-years digits methods of depreciation. Moreover, the Treasury 
Department’s increasing awareness of the importance of obsolescence of both 
machine tools and the products they produce constitutes another step in this 
direction. 

At the present session of the Congress there has been a movement to repeal 
the depreciation provisions added by the 1954 Code. These provisions are among 
the most necessary of the 1954 revisions. In the interest of national security, 
they should not be repealed. It is important that our defense industries remain 
modernized and ready. Even with the revisions, the United States has a more 
restricted depreciation policy than many other countries. A return to the tax 
depreciation policy of the thirties and forties would mean increasingly inadequate 
reserves for replacement and modernization of obsolete plant and equipment. 


(e) There have also been some suggestions at the present session of Congress 
looking forward to the repeal of the 1954 amendments to the Renegotiation 
Act of 1951, which for the first time made it possible for the Renegotiation 
Board to renegotiate sales of long-life new durable productive equipment 
(including machine tools) on a basis comparable with expendible and 
perishable items 
These provisions are also important parts of the national security structure 
and they should not be repealed. Without them machine tool companies might 
be subjected to severe renegotiation refunds comparable to the refunds of 
World War II. The weakness of the machine tool industry on the day Korea 
was invaded was partly attributable to World War II renegotiation refunds 
which were required without regard to the fact that the machine tools would 
only be used for a small period of their life on defense business and would 
saturate the builders’ postwar market. 


(f) The machine tool crises of World War II and the Korean war came from a 
lack of mobilization planning 

In the latter case it was more than a year after the attack on South Korea be- 
fore there were acceptable priority and price control procedures. Many of the 
industry’s procurement problems were never satisfactorily solved. The vital 
nucleus of younger, highly skilled engineers and workers was decimated by the 
draft, thus slowing down the initial production momentum. Today there are 
men in government and the industry who have learned from these bitter ex- 
periences and whose advice would be most helpful. If this experience is not used 
while it can be, once again the country will return to that state of ignorance 
where it must build priority, price control, pool order, accelerated amoriza- 
tion, manpower, and other programs from the very beginning, and after the 
emergency is upon us. 

We discuss each of these areas and our recommendations below. The recom- 
mendations are summarized on pages 66 to 69. 
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I, MACHINE TOOLS IN NATIONAL DEFENSE-—-TWICE IS ENOUGH 






Machine tools are the “master tools of industry.”” They are the machines that 
make all machines. They differ from other industrial and production equipment 
in that they alone can reproduce themselves. Thus everything made of metal 
is made on machine tools or on equipment made on machine tools. This is as true 
of automobiles, tractors, or refrigerators for the civilian as of the aircraft, tanks, 
or metal weapons for the soldier. 

The vast improvement in the American standard of living during this century 
is largely due to machine tools. In the last century what are today common arti- 
cles of household equipment were too costly for the average home, since they 
were made almost entirely by hand. But machine tools could make identical 
metal parts in great numbers, and so the sewing machine became a household 
commonplace in every land. Without machine tools, the country would still be 
in the economy of the Civil War. 

A few figures show the revolutionary improvement in these machines. In 
1900, the best machines using mushet steel cutting tools cut away a maximum 
of 200 pounds of metal an hour. In 1910, with high-speed steel, machines could 
cut 500 pounds an hour. Then in 1930, super-high-speed steel cut 840 pounds an 
hour. And in 1942 sintered carbide tools reached 1,400 pounds an hour. World 
War II was fought on one-third fewer machines than would have been possible 
in the previous decade.’ 

Today, machines embodying automation are even more productive, and preci- 
sions down to hundred thousandths and millionths of an inch are achieved. 
These machines make possible greater capacity for defense and a generally ex- 
panded economy. This in turn means more goods for more people, and more 
taxable income. 

Although for tax or other purposes, it is sometimes said that machine tools 
have useful lives of 25 years or more, a company with machines of the 1930's 
or even the 1940’s cannot possibly compete effectively with a company having 
modern machines. Similarly, this country cannot compete with other countries, 
or maintain its relative defense strength, if its industries do not have the most 
modern machine tools. The United States will inevitably decline in absolute and 
relative power unless its machine tool industry leads the industries of other 
countries in design and manufacture. 














Units and value of machine-tool tool shipments—Metal cutting types only 


Sbipments Shipments 
Years eee saraenaiareremennpr ren atere sine Years -— 
Units 


Amount Units Amount 




































OD... .b 4k. camass«dktuntadt 99, 000 | $161, 000, 000 a. + 55.000 $195, 000, 000 
ater tei chewy 79, 000 | 151, 500, 000 ee 34, 000 145, 000, 000 
Bir cee > bens os scotia 21,090 | 35, 0%, 000 1939... 51, 500 200, 000, 000 
a ee -| 28,500 | 43, 390,000 || 1940__- 110, 000 440, 000, 000 
I: eet te i al ad | 36,000 | 79,390,000 | 1941! 185, 000 775. 000. 000 
a } 25, 000 | 69, 600, 090 1942 !___ 397, 000 | 1,320, 000, 000 
MIA Be JB 31, 000 | 86, 700, 000 1943 ! 2f6, 000 | 1, 180, 000, 000 
Pe iesic~.c heaton Leste 36, 500 105, 000, 000 1944 ! 136, 000 497, 000, 00K 
I ts hein seis eins inti ice Ce | 87, 000, 000 1945 !__ 103. 000 423, 700, 000 
eis noah wciee | 36,000} 128,000,000 || 1946___- 75, 000 334, 800, 000 
SD. débeca owes . | 50,000 185, 000, 000 1947. __ 60, 000 3%, 000, 000 
A re 23, 500 | 96, 000, 000 1948____ 59. 000 288, 450, 000 
re en citiget cal hex-areiniatp nines | SL 51,000,000 || 1949___ 34, 500 249. 150, 000 
ie | 5, 500 22, 000, 000 1950__. = J 41, 500 305, 550, 000 
Woo dcbsuedueeek ot 6,000 | 25, 000,000 || 1951... a 70, 800 632, 250, 000 
Me Saeeet  oee _..| 13,500 | 50,000,000 || 1952...___- 96,800 | 1, 125, 900, 000 
RS aa eee | 23,000 85, 000, 000 |) 1953___- ; 91, 500 | 1,191, 200, 000 

ee ae 40, 000 133, 000,000 || 1954.....__- 58, 500 891, 750, 000 


1 War Production Board estimates, 1941 through July 1945, All other years estimated from reports to the 
National Machine Tool Builders’ Association. 


World War II 


Before World War II, the importance of machine tools in the national defense 
was not understood. The machine-tool industry sank to a level where it pro- 
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duced only 34,000 metal-cutting machines in 1938, the year of Munich.’ In 1942, 
only 4 years later, urgent orders were placed for more than 400,000 machines of 
this type. But the capacity to produce them and others did not exist. Lack 
of machine tools became the inevitable and critical impediment to war produc- 
tion. In contrast, in 1938, the German machine-tool industry shipped five times 
as many machines as the United States industry. As a result, Germany went 
ye war without the crisis which bogged down the United States pro- 
uction. . 

Luckily, after Munich, the country was saved from the full consequences of 
its shortsightedness and neglect by French and British war orders both for 
United States machine tools and for military products which required machine 
tools for their production. By 1940, the production of 1988 had been tripled, 
largely as a result of these war orders. In 1941, it was five and a half times 1938 
production. Meanwhile, the Government was beginning to be told the importance 
of machine tools. In 1940, shortly after he came to Washington to take charge 
of defense production, Mr. William S. Knudsen declared: “Machine tools are 
the most essential item in the defense program.” ° 

Once the country was at war, the pressure for machine tools increased by 
leaps and bounds. In 1942 the previous alltime production high of 1941 was 
almost doubled. If production in 1941 could have been what it was in 1942, 
critical delays in the creation of fighting forces might have been avoided. As 
it was, a year elapsed between the time when machine-tool shipments reached 
their peak and the time when the manufacture of aircraft, tanks, and guns 
reached their peak. If one goes further back to the peak of machine-tool orders 
(as distinct from shipments), the elapsed time will be from a year-and-a-half to 
2 years. Some vital programs were held up even longer by the lack of special: 
machines. 

The relationship between machine tools and military strategy is well illus- 
trated by the case of the 20th Air Force attacks on Japan. Our capability 
for those attacks depended upon the B-29 airplane. But the B-29 was in turn 
dependent on the R-3350 engine, and that engine could not be produced in 
proper volume without special vertical ram-type milling machines for machining 
the suspension pads on the supercharger front housing. The manufacturer 
tooled for the R-3350 on an emergency basis with general-purpose machines, but 
the lack of the milling machines delayed the entire program, and the striking 
power of the 20th Air Force was correspondingly reduced and delayed. 


The postwar machine-tool depression 


When the war was finally won, the United States machine-tool industry had 
manufactured a total of 1,107,000 metal-cutting machines costing $4.6 billion 
during the period 1940-45. This was more than had been manufactured since 
the turn of the century in a period during which the country’s basic industries 
were first tooled for mass production. The great majority of these machines 
were neither obsolete nor worn out on VJ—Day. A large part of them belonged 
to the Government. The Government sold a large part of its inventory as 
“war surplus” at prices of as little as 10 percent of original cost. In all, some 
235,000 “surplus” machines, or about 7 times the total produced in 1938, were 
thrown on the already saturated market. The effect on the industry was nearly 
disastrous. Before the depression ended, 57 companies went out of business. 
Of these 57 companies, 38 were liquidated and their capacity was lost to the 
national security; the remaining 19 were absorbed by other companies and some 
but by no means of all of their capacity was preserved. Many other companies 
that survived actual bankruptcy were seriously weakened. In the third quarter 
of 1949, the industry reached a 10-year low. When, 9 months later, South 
Korea was invaded, the industry was still a sick one. 


Crisis during the Korean war 


Despite this deplorable situation, which seems so plain in retrospect, machine 
tools were not treated as presenting any serious problem at the beginning of the 


*See table. It should be noted that there are two basic types of machine tools: (1) 
Metal-cutting machines (lathes, boring mills, drill presses, milling machines, etc.) ; and 
(2) metal-forming machines (presses, hammers, shears, ete.) The statistics on the 
metal-cutting types are more complete, and for this reason they are used throughout 
this paper. The available figures on metal-forming machines show the same trends as do 


the statistics on metal-cutting machines. 


5United States Strategic Bombing Survey, monograph on the German Machine-Tool 
Industry, p. 3. 


¢ Finney, Arsenal of Democracy, p. 46. 
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Korean emergency. There were close to twice as many machines in industrial 
plants as there had been on the day of Pearl Harbor,’ and there were also sub- 
stantial reserves of idle machines in the national industrial equipment reserve. 
It was this situation which apparently led the Director of Defense Mobilization 
to observe as late as February 22, 1951, that the machine-tool industry was “only 
one of about 7,000 having trouble.” * 

This remark was followed within weeks by another crisis over machine-tool 
shortages which gave rise to two congressional investigations.’ By September 
1951, 14 months after the emergency began, the industry had accumulated a 
2-year backlog of unfilled orders. During World War II, the backlog never 
exceeded 13.4 months. In spite of such recent experienec, the Korean shortage 
was even more serious than that of World War II. 

The reasons for the machine tool shortage in 1951 are many. The more 
important ones will be discussed later in this paper. It is sufficient to note here 
the conclusion of the Joint Committee on Defense Production: ” 

“Our Nation’s security rests in large measure on machine tools. The total 
industrial capacity of the country must continue to increase. Expanding mili- 
tary schedules must be met and reasonable levels of civilian production main- 
tained. These goals can only be achieved as rapidly as the machine-tool industry 
can build the tools.” 


The present machine-tool industry 


This industry, found by a joint committee of Congress to be so vital to the 
national security, is very small. It consists of about 350 companies, scattered 
over the northeastern quadrant of the country. Today these 350 companies 
employ about 50,000 wage earners—less than the number employed at the single 
Ford plant at Dearborn, Mich. The average company has less than 500 men. 
It is a small business concern as defined by the Armed Services Procurement 
Regulation.” 

These companies are now manufacturing 450 distinct types of machine tools.” 
Within each type there is usually a range of sizes and a great variety of acces- 
sories and attachments. But for the most part, machine-tool plants concentrate 
on single or, at most, two types of machines. Manufacturers of lathes do not 
ordinarily manufacture grinding machines; and manufacturers of large “ele- 
phant” machines do not and cannot readily manufacture small precision lathes. 

Most manufacturing operations can be performed on a variety of different 
machines or combinations of machines. So there has always been strenuous 
competition within the industry. But in times of emergency there are likely 
to be many vital items which because of size, tolerances or some other special 
characteristic, can only be manufactured on one machine or a relatively small 
combination of machines. So the fact is that at the most critical of times the 
national security will rest upon a foundation substantially smaller than the 350 
companies comprising the entire industry. 

This can be seen from the critical lists of machine tools which were issued 
by the War Production Board in World War II and by the National Production 
Authority in the Korean emergency. Large turret lathes have been on every 
critical list issued. They are the least common denominator of metalworking, 
and they are used particularly in shops where large defense work is done. Only 
3 United States companies manufacture turret lathes having a 34-inch bar 
capacity or larger. 

Large vertical boring mills (also called vertical turret lathes) have also 
appeared on every critical list. They are indispensable in the manufacture of 
tanks, and have other defense uses. But there are only 4 United States manu- 
facturers of vertical boring mills with tables as much as 60 inches in diameter 
or over. 





7 The magazine American Machinist, published by the McGraw-Hill Publishing Co., Inc., 
conducts regular surveys of metalworking equipment in cooperation with the industry. 
Its. 1950 survey showed 2,233,422 machines in operation in the metal-working industries 
as compared with 1,247,231 for 1940. 

8 Progress Report. No. 13, Joint Committee on Defense Production, 82d Cong., 2d sess., 

aa. 
» ®The results of these investigations are contained in Progress Report No. 13 of the 
Joint Committee on Defense Production, 82d Cong., Ist sess., and Rept. No. 1988, Machine 
Tool Shortages from the Select Senate Committee on Small Business, 82 Cong., 2d sess. 

10 Progress Rept. No. 13 of January 23, 1952. 

1 ASPR 1-302.3. ; 

12 The latest edition of the Department of Defense’s Directory of Metalworking Machinery 
lists 441 separate types. 
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Large horizontal boring machines, of which there are only five United States 
manufacturers, have the same critical rating. So do large radial drilling ma- 
chines, of which there are only two manufacturers. 

As aircraft become larger and faster and as the heavy, press program makes 
possible the employment of larger and larger forgings in airframe manufacture, 
large skin millers and spar millers are becoming increasingly important. If war 
were to break out tomorrow, these machines would be among the most critical 
And yet there are only a few manufacturers or potential manufacturers 

We are not suggesting that defense production is helpless without the handful 
of companies we have mentioned. Some of these operations can be tooled with 
other but less-efficient machines. But the result is to make still other machines 
“critical” and to waste manpower at a time when skilled manpower is critical 
Since the importance of particular types of machines will change with changes in 
military requirements, it is impossible to predict just what segment of the 
industry would be most critical in a new emergency. But one can be certain that 
within this group of 350 small companies there are a handful, no one knows just 
which ones, which would be of the very first importance in any new emergency. 

It has been said that machine-tool problems are World War II problems and 
that a shortage of them would have little significance in a nuclear war of a month 
or two in duration. Perhaps so. But we should hope and believe that our coun- 
try’s defense and survival are not pinned on any such apocalptical notions. It 
is not our function to advise the National Security Council on war plans, but to 
point out that if they involve the use of this country’s great productive capacity— 
and it would be altogether amazing if they did not—machine tools, not yet pro- 
duced, will lie at their heart. If this is so, the industry cannot be allowed to drift 
into a state of total unpreparedness as has occurred twice before. The country 
was lucky twice: once when British and French orders helped build up the indus- 
try before war came to us; once by the limited nature of the war in Korea. As 
the Joint Congressional Committee on Defense Production observed, “Our Nation's 
security rests in large measure on machine tools.” A national policy for main- 
taining an adequate and expandable machine-tool industry is a necessity for our 
national defense. 


Il. A DEFENSE POSTURE FOR THE MACHINE-TOOL INDUSTRY 


The problem facing the Government and the companies is a very simple 
one. It is this: Left to the economics of emergency boom and post-emergency 
depression, the machine-tool industry in the present twilight zone between 
peace and war will contract below the point of national safety. It will become 
too small to permit that rapid expansion which a national emergency will 
require. The industry cannot and should not be kept at an emergency size. 
No one suggests this. But its basic size, its annual production, must be larger 
and more varied than purely commercial! purchases at home and abroad will 
make possible. 

This involves three policies or programs which are wholly within the capac- 
ity of the Federal Government and its budgetary and other plans. They involve 
a stimulation of the domestic market through defense preparation; a wise 
and restrained policy in not destroying the domestic market through dumping 
Government-owned surplus machine tools; and discriminating help in holding 
the foreign market against competition of our own governmental creation. 
We deal with the first of these in this chapter. 

The present administration has made a beginning on a mobilization base of 
defense production capacity. The beginning consists in having an idea based 
upon an able committee study under the chairmanship of Mr. Harold S. Vance.” 

But an idea is one thing. Its execution is another. In this case the difference 
may come to as much as $1.7 billion of recommended Government machine 
tool procurement which now cannot take place during the fiscal years 1954, 
1955, and 1956. 

The Director of Defense Mobilization recently appointed a new Advisory 
Committee on Components and Production Equipment which will also serve 
under the chairmanship of Mr. Vance. It is urgently required that this Com- 


13 Progress Rept. 13, Joint Committee on Defense Production, 82d Cong., 2d sess.. p. 1. 

%4 Prodnecticn Capacitv: A Military Reserve. a renort to the Director of Defense Mobiliza- 
tion by the Advisory Committee on Production Equipment, January 1953 (reproduced in 
this record as Appendix 1, p. 115). 
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mittee report to the National Security Council as to why the prior recommen- 
dations have not been fully carried out.” 


The Vance plan 


The Vance plan of 1953 was that production capacity should be substituted 
for the stockpiling of military end items to the extent practicable.” This was 
recognition of such a simple and obvious fact as that the capacity to produce 
jet aircraft at the beginning of the Korean emergency would have been more 
valuable than the stockpiles of World War II piston types that actually existed. 
Similarly, the capacity to produce the intercontinental bombers and guided 
missiles of the future is now more important than a stockpile of the aircraft 
employed in Korea. For the days immediately following the outbreak of war 
the Vance committee recognized, of course, that there must be stocks of mili- 
tary end items sufficient to equip all military forces called into service and to 
supply them with adequate operational reserves. 

The Vance plan called for— 


1. An increase in defense production capacity by the purchase now of 
machines taking a long time to build and of machines which were both scarce 
and essential. 


2. The maintenance of existing and projected productive capacity in a 
state of modernization and readiness. 

3. An increase in the country’s capacity to produce very large and compli- 
cated general-purpose machine tools known as elephants. As will be pointed 
out, the committee did not make any special recommendation about the 
immediate purchase of elephant machines thentselves, although the purchase 
of some was contemplated as a part of the program for increased capacity. 

The Vance committee also stated emphatically that defense capacity cannot be 
maintained without a healthy machine-tool industry. It estimated that annual 
production of between 800 and 1,100 million dollars of machine tools a year 
would maintain the industry at the necessary strength. It forecast that this 
level of production would be maintained if its plan were superimposed upon 
expected civilian requirements. The committee placed such civilian requirements 
at $300 million a year; it felt that another 500 to 800 million dollars would be 
necessary to create and maintain the proper defense production capacity in the 
necessary state of modernization and readiness. 


Progress under the Vance plan 


1. Increased defense production capacity.—Shortly after the Vance committee 
made its reports, the Defense Department asked the House Appropriations Com- 
mittee for $500 million for fiscal 1954 with which to carry out the proposal for 
an increase in defense production capacity. 


Almost immediately, the request ran into congressional opposition primarily 
because there were no completed plans or estimates about how the money would 
be spent.” The mere idea of creating defense-production capacity was thought too 
vague to support the appropriation requested. So it was suggested that the De- 
fense Department should complete its plans and then ask for the money to carry 
them out. The outcome was an appropriation of $250 million instead of $500 
million in the final Defense Department Appropriation Act for fiscal 1954. 

Then came the problem of translating the $250 million appropriation into ma- 
chine tools. As the fiscal year approached an end, not a dollar of this appropria- 


% The Vance plan contemplated annual Government expenditures of from $200 to $500 
million for increased defense production capacity and $300 million of annual expenditures 
to maintain existing capacity in a state of moderation and readiness. The plan thus 
called for a minimum governmental expenditure of $1.5 billion and a maximum of $2.4 
billion over a 3-year period. But Vance plan appropriations have thns far amonnted to 
only $100 million, with an additional $100 million requested for fiscal 1956. ‘The difference 
between maximum planned expenditures of $2.4 and actual appropriations and requested 
appropriations of $200 million is therefore $2.2 billion. This difference, however, should 
be reduced by the amounts expended for maintenance out of other appropriations. The 
industry is not in a position to estimate these expenditures accurately, but $500 million 
would seem to constitute a conservative figure. If this is a correct estimate, the difference 
between maximum recommended Government expenditures and actual expenditures plus 
appropriations and requested appropriations is $1.7 billion. 

16 Report of Advisory Committee on Production Equipment to the Director of Defense 
Administration dated January 12, 1953. p. 4. (Reproduced in this record as appendix 1, 

. 115. 
" 7 Bee for example the colloquy between Secretary Wilson and Congressman Taber which 
is reported at pp. 363-864 of the hearings before subcommittee of the House Committee 
on Appropriations on the Department of Defense Appropriations Act of 1954 (83d Cong., 
ist sess.). 
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tion had been expended or even obligated. The Defense Department made a last 
minute effort to save the appropriation from lapsing. It was ultimately able to 
salvage $100 million for “reserve tools and facilities” in the Defense Department 
Appropriation Act of 1955. 

The Department has recently asked the Congress for an additional $100 million 
for fiscal 1956, and it is to be hoped that this sum will be appropriated. For the 
fiscal years 1954-56, therefore, $200 million should be available for increased 
defense production capacity. But the Vance committee had recommended ap- 
propriations ranging from $600 million to $1.5 billion for this purpose ™ during 
the same period. 

As we understand it, the Defense Department now plans to obligate part of the 
$100 million appropriated for fiscal 1955 before June 30, and the remainder within 
fiscal 1956. Approximately $84 million of this $100 million has been assigned to 
the Air Force, about $14 million to the Navy, and $2 million to the Army. The 
Air Force plans to concentrate the expenditure upon special machines requiring 
long production time of the kind used in airframe and aircraft engine manufac- 
ture. The $100 million program apparently will not cover the procurement of any 
substantial number of general purpose machine tools of the kind which were 
particularly critical in the initial stages of both World War II and the Korean 
emergency. Only about 60 of the 350 companies comprising the industry will 
be affected by the $100 million program. And the Air Force estimates that it 
will provide only about 10 percent of its long-lead-time equipment requirements.” 

Nothing is known about the Defense Department’s plans for expending the 
$100 million requested for fiscal 1956. 

It must be recognized that actual accomplishment is a long way from the origi- 
nal program. More than 2 years have elapsed between the Vance plan and the 
expenditure of the first dollar on an actual order. The lag between the plan 
and an actual shipment will be even greater. And the gap between dollars rec- 
ommended and dollars appropriated is greatest of all. Furthermore, only a rela- 
tively few companies will receive orders under the $100 million program, and 
in consequence, the strength of the industry generally will not be increased. 

2. The special case of elephant machines.—Besides recommending an increase 
in defense production capacity, the Vance committee also recommended an in- 
crease in capacity for elephant machine-tool production. But the problems of ele- 
phant machine tools are special in character and have not been fully dealt with 
either in the initial Vance plan or in the existing $100 million program. 

The elephant machines are very large, general-purpose machines. “Elephants” 
for present purposes are machines such as : ” 

Vertical boring and turning mills with 16-foot-diameter swing, and larger. 
Lathes with 76-inch swing and larger. 
Planers, special planers, and planer-type millers with 120-inch width between 
housings. 
They are big machines. Some weigh more than 400 tons and require from 8 to 10 
railroad cars for shipment. 

Today, and for many years past, the trend in metalworking has been in the 
direction of larger and larger machine tools and work pieces. In the atomic 
energy program in particular, there has been an increasing demand for larger 
and larger equipment. In aircraft design, the heavy press program has fur- 
nished a dramatic example of the need for large equipment. Right behind the 
heavy presses one finds the large, heavy, hard-to-build elephant machine tools. 

By virtue of their very size, many components of elephant machines have to 
be built on elephant machines, and any shortages are therefore likely to be 
compounded. For example, there is only one 96-inch spiral bevel gear generator 
in the United States, and that one machine cuts all the big table-drive gears 
for every very large vertical boring and turning mill made in this country. 
These large mills are key machines in the manufacture of materials for the 
Atomic Energy Commission, and large-size aircraft components, tanks, and gun 
mounts. Our entire aircraft and tank program in time of emergency now depends 
upon this single 96-inch gear generator. 


% In addition, of course, the committee recommended annual expenditures of $300 mil- 
lion a year to keep the mobilization base in a state of readiness. 

19 Hearings before the subcommittee of the House Committee on Appropriations on Air 
Force Appropriations, 84th Cong., 1st sess., p. 462. 

2 The Business and Defense Services Administration of the Department of Commerce 
is now conducting a survey covering 14 different types of elephant or superelephant ma- 
chines. (See form BDSAF-277.) 
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As has been mentioned, the Vance committee recognized the elephant-tool prob- 
lem, and it suggested as one solution that the country’s capacity for elephant 
machines should be increased, by direct subsidy if need be. Pursuant to this 
Suggestion, the General Services Administration, in cooperation with the De- 
partment of Commerce, has already leased some equipment to elephant-tool 
manufacturers to permit them to expand their capacity. This is a step in the 
right direction, but in addition a substantial number of elephant machines should 
be ordered now. 

It is understood that the Office of Defense Mobilization and the Department 
of Commerce are in the process of surveying existing elephant machines and 
that a program may be inaugurated for the procurement of some $40 million 
of such machines. Again, this is a step in the right direction, but it is believed 
that there is a need for a much larger program. 


Recommendation 


The discrepancy between the Vance program and its performance demands 
investigation by the National Security Council. 

It has been suggested that the discrepancy is explicable in terms of a change 
in military requirements resulting from our entrance into a period of relative 
atomic plenty. In such a period, it is said, our main reliance must be on pow- 
erful forces in being rather than on productive capacity. And it is of course 
plain that we cannot now rely on the latent productive capacity which carried 
the country through the two world wars.” 

Actually, it would appear that the possibility of a fast-moving nuclear war has 
increased the necessity for ready productive capacity. And this in turn must 
make it apparent that the lag in the Vance program is sufficiently serious to 
warrant consideration at the highest level of the Government. The problem to 
be investigated is very simple. It is this: 

1. The Government itself has declared that a strong machine-tool industry is 
essential to national defense. It has defined a strong industry as one producing 
from $800 million to $1.1 billion of tools per year. It proposed a Government 
stimulation program of from $500 million to $800 million a year. 

2. So far only $100 million has been appropriated and none of it spent. Only 
a small segment of the industry will benefit from the $100 million if and when 
spent. New machine-tool orders received during 1954 amounted to only $560 
million. This level of production is well below the levels contemplated by the 
Vance plan as necessary to maintain the industry in a healthy state. 

3. If the original program was right, what is necessary to get it carried out? 
If a new program is needed, what is it? 


Ill. THE SALE AND LEASE OF GOVERN MENT-OWNED MACHINE TOOLS 


In a very real sense, the Government is in the machine-tool business. It owns 
about 400,000 machines, valued conservatively at $2 billion, and its is continually 
under pressure to sell or lease these machines to private contractors. It will be 
apparent that sales and leases of Government machines have a profound effect 


on the machine-tool market, and hence upon the strength or weakness of the 
machine-tool industry. 


The sale of surplus machine tools 


At the end of World War II, the Government sold roughly 235,000 machine 
tools at a fraction of their value as war surplus. The consequence was a 
machine-tool depression and an industry very seriously weakened. Plainly, this 
disastrous disposal program must not be repeated. The national security re- 
quires an orderly disposal program in which the effect on the commercial market 
is considered along with other factors in the sale of Government-owned machines. 

The Defense Department and other interested agencies are now administering 
such a program.” Under it, an interservice group under the administration of 
the Navy inspects all machines thought to be surplus. In the larger cases, teams 
of Government-industry experts go over the machines on site to determine 
whether they should be retained in a Government reserve. Once a machine is 


"This thought was verv well expressed by Mr. Vance at a Government industry con- 
ference on Jannary 27, 1955. at which he is renorted to have said: 

“As destructive capabilities increase * * *, the importance of ready striking power is 
emphasized, with a corresponding deemphasis on the importance of latent productive 
canacity.” 

2 Minutes of Industry Conference with the Business and Defense Services Adminis- 
tration, Jan. 27, 1955, p. 8. 
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declared surplus, an attempt is made to sell it under circumstances designed to 
yield a fair commercial price. Under no circumstances are modern machines 
sold at fractions of their actual value as was the case at the end of World War Il 

The need here is not for change but to continue the present program and ex 
pand it as the Government inventory ceases to meet changing needs. This could 
be made more certain and simple if present practices were confirmed by direc- 
tives issuing from the highest level of the Government. 


The lease of Government-owned machines 


The machine-tool market can be saturated by the lease of Government-owned 
machines as easily as by their sale. One is as important as the other as a matter 
of the national security. 

1. Leases for defense purposes.—Unlike sales of surplus, there seems to be no 
uniform program for the lease of machine tools for defense purposes. Con 
tracting officers determine on a case-by-case basis what machines, if any, should 
be furnished defense contractors, and on what basis. 

As might be expected, the lack of a uniform policy with regard to leases has 
led to inequities and discrimination between individual contractors. It has also 
led to leases at rates far lower than commercial rentals without any correspond 
ing benefit to the Government. Moreover, the practice of leasing machines on a 
“price adjustment basis” instead of for fixed rentals has proved -particularly 
unfortunate. According to this practice, a contracting officer obtains some reduc- 
tion in the purchase price of the end product in return for the use of Govern- 
ment machines in making it. But it is always difficult or impossible to arrive at 
a fair figure for such an adjustment, and contracting officers often have no way 
of determining the value of the Government machines that will be used.” The 
calculation of the adjustment is particularly difficult when more than one con- 
tract or more than one procurement agency is involved. In literally hundreds 
of cases, contractors have leased machines for a fraction of the commercial rate 
and so have achieved a very substantial advantage over companies which pur- 
chased their own equipment. 

Again, where rentals are on a fixed monthly or annual basis instead of on 
a price adjustment basis, many companies have been able to obtain rates sub- 
stantially less than any available commercially. Until recently, for example, 
the most usual rental for Government-owned machine tools was 1 percent per 
month as compared with 2 percent to 3 percent under most commercial leasing 
plans. Under a new Defense Department Instruction™ rentals may be in- 
creased to 2 percent per month under certain circumstances, and there are other 
signs of growing awareness of the nature and extent of the leasing problem. 
But still the rentals of Government-owned machine tools are much 
and governed by no uniform policy. 

The Joint Committee on Defense Production in its Fourth Annual Report 
(p. 25) points out the evil and the remedy : 

“It is the feeling of your committee, however, that the present method of 
including Government furnished tools as a part of the procurement contract 
leads to inequities, which frequently tends to favor one contractor at the ex- 
pense of another. The committee further feels it essential to our free enterprise 
way of life that Government-owned equipment be made available to all con- 
tractors, both large and small, on the same competitive basis. To achieve this 
objective it is urged that standard leasing rates and procedures be established 
and applied uniformly by all responsible agencies on any machine tools supplied 
in performance of a defense or defense-supporting contract.” 

2. Leases for commercial purposes.—Present governmental policy on the lease 
of Government-owned machine tools for commercial purposes is contained in 
DMO VII, a directive issued October 9, 1953, by the Office of Defense Mobiliza- 
tion. In its Fourth Annual Report, the Joint Committee on Defense Production 
made the following comment on this directive : 

“The fact is, however, ODM’s Order DMO VII-4 does not set forth a clear- 
cut policy with respect to the extent Government-owned tools should remain on 
lease when a procurement contract is terminated. Your committee urged in- 
terested agencies to face up to this problem a year ago and establish a realistic 
approach. Because of the difference in opinions among officials in GSA, Com- 
meree, and the armed services, this question still remains unsettled. Several 
proposals have been made but no clear-cut decision has been reached. 


Too low, 


Fourth Annual Report, Joint Committee on Defense Production, 84th Con., Ist sess., 
p. 25. 
% DOI 4215.2 dated Jan. 14, 1955. 
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“Meanwhile certain contractors have indicated a willingness to properly main- 
tain the equipment in their plants in return for its limited use on a specific 
basis. To date only a few requests have been received from the services request- 
ing nondefense lease agreements for selected plants in order to keep the tools 
intact and properly maintained. So far there have been 11 special requests all 
of which originated from the services except 2 from GSA, and ODM has ap- 
proved 9 as meeting the criteria standard and the remaining 2 are still under 
consideration.” 

The Joint Committee’s comment is well founded, and its importance should 
not be underestimated simply because there have thus far been only a few appli- 
cations for commercial leases. As defense production programs gradually end, 
the pressure to lease Government machines for commercial purposes will become 
more and more intense, particualrly when the machines are already installed 
and operating in a plant which itself can be converted for commercial purposes. 
In fact, the leasing of modern machines purchased during the Korean emergency 
may very well pose a much more serious problem than their outright sale. 


Recommendation 


A Presidential Commission or Committee capable of resolving interdepart- 
mental differences should formulate a uniform governmental policy on the lease 
of Government-owned machine tools along the lines recommended by the Joint 
Committee on Defense Production. While other problems connected with the 
management of the Government inventory appear to be less serious, it is believed 
that such a Commission or Committee should also review the surplus sales pro- 
gram and all other problems related to the inventory. 


IV. EXPORTS, IMPORTS, AND FOREIGN COMPETITION 


It is plain beyond a doubt that the United States cannot rely on foreign 
sources for machine tools and machine tool capacity any more than it can 
rely on foreign countries for aircraft and tanks and guns. It follows that ma- 
chine tool imports should be held to a minimum. Meanwhile, however, a sub- 
stantial export market for machine tools would mean larger United States ca- 
pacity for use in time of emergency, and since United States machines are more 
durable, more powerful, and more accurate than most foreign machines, exports 
tend to strengthen the defense production capabilities of any Western Allies. 
The problem is therefore to maintain the industry’s traditional export market 
while at the same time restricting the importation of foreign machines to a 
minimum, 

It will at once be apparent that there is an inherent inconsistency between re- 
strictions on machine tool imports and free machine tool exports. The ma- 
chine-tool industry recognizes this inconsistency and understands that com- 
promises must be made. As matters now stand, however, the balance between 
foreign and domestic restrictions on machine tool trade favors the industry’s 
foreign competitors. The industry seeks primarily to obtain a proper balance. 

In approaching the problem of the proper balance it is very important to under- 
stand that the industry’s problems arise solely out of economic conditions and 
governmental action beyond the industry’s control. United States machine 
tools are much better than foreign machines. This is not a case of an industry 
seeking tariff or other protection because it is inferior in technology to its for- 
eign competitors. 

United States machines are better than foreign machines because they are 
more powerful, more durable, and much more accurate than most foreign ma- 
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chines. Moreover, most United States machine tool builders offer a far wider 
selection of types and sizes than their foreign competitors. United States 
machines afford the lowest production cost per man-hour, finer finishes, closer 
tolerances, less waste from scrap, interchangeable repair parts, a wider selection 
of attachments, and many other advantages. Foreign machines can compete 
with United States machines at home and abroad only because low foreign wage 
scales, and trade barriers permit prices as little as 36 percent of the price of 
a similar United States machine. 

A. The Export Market 


1. History and statistics—As has already been mentioned, the export of 
United States machine tools is important to the national security both because 
the greater use of United States machines would increase the capabilities of 
our Western Allies and because a substantial export market means larger do- 
mestic machine tool capactiy in the United States. During the period of the 
great depression, and also the postwar machine tool depression, the export 
market meant the difference between bankruptcy and survival to many companies, 
and at the beginning of the Korean emergency the industry would have been 
even weaker without the exports of 1946—49. 

Over the years, Canada, the United Kingdom, and Western Europe have ac- 
counted for between 80 percent and 90 percent of machine-tool export sales. 
Australia also has represented an important market, and since 1952, Japan 
has made some substantial purchases. The South American market is regarded 
as having a very large potential, but dollar shortages and generally unstable 
economic conditions have thus far held exports to Latin American countries 
to a comparatively low level. 

The principal competition for foreign markets comes from England, Western 
Germany, and Switzerland. During the last 4 years, the growth of the German 
industry has been particularly large, and at the present time, it is offering the 
most serious competition. 

The present strength of the German competition is attributable in very large 
degree to Marshall plan assistance and also to the business transferred to it 
from Untied States companies by various NATO and United States Government 
agencies during the Korean emergency. Before Korea, German machine-tool 
companies benefited along with other German industries from ECA funds, and 
during the emergency, a concerted drive was begun to build up German and 
other Euroepan production. This drive was one of the subjects investigated by 
the Joint Committee on Defense Production, and the Committee found as a 
fact that the drive was highly successful. It reported that: * 

“* * * your committee is satisfied that the ECA missions, the Office of Spe- 
cial Representative, and the Defense Production Board are all bending their 
efforts toward increased machine-tool production in Europe. That these efforts 
are bearing fruit is indicated by numerous cancellations of United States orders 
for which substitute sources have been uncovered through increased production 
in Western Europe.” [Emphasis added.] 


oy P. 20, Progress Report No. 13, Joint Committee on Defense Production, 82d Cong., 
sess. 
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Machine tool shipments 


Total industry 





Year | shipments Domestic F regen Percent 
| | | (2) foreign 

1916 bi : . .-------| $141, 400,000 | (*‘) (‘) | (*) 

1917 i 168, 500 000 (‘) | (1) (1) 

cas " 220 600 000 | $192, 958, 000 | $27, 642, 000 12.5 
1919 “2 | 161,000 000 | 132. 878, 000 28, 122) 000 | 17.5 
1920 __- mie ; i : 151, 590, 000 126, 018, 000 25, 482, 000 | 16.8 
1921 a al 36 000 000 27. 033, 000 | 8, 967, 000 | 24.9 
ae gee ei Sie a ee 43, 300, 000 | 39, 863, 000 | 3, 437, 000 | 7.9 
1923 idea anininnal a Ree Se 79, 300 090 74, 717, 000 | 4, 583, 000 | 5.8 
Se a ae i ' : | 69 600,000 | 63, 705, 000 5, 895, 000 | 8.5 
1925 : cabin . 86, 700, 090 75, 875 000 10, 825, 000 12.5 
es 105 000 000 | 97, 800, 000 | 7, 200, 000 6.9 
Ri tata nas te ‘ ee onl 87, 000, 000 | 74, 400, 000 | 12, 600, 600 14.5 
1928 . ‘ 5 128, 000, 000 112. 000, 000 | 16, 000, 000 12.5 
1929. __ 185, 000,000 | 166. 100 000 | 18, 900 000 | 10.2 
1930 __ ii 96, 000, 000 | 78 000 090 18, 000, 000 || 18.8 
1931 51. 000. 000 33, 400 000 | 17, 600 000 | 34.5 
1932 ‘ 22 000 090 15, 800, 000 6, 200, 000 | 28. 2 
1933 ; ; 25, 000, 0% 20, 609, 000 | 4, 400, 000 | 17.6 
1934 anes . 50, 000. 000 37, 909, 000 12, 100, 000 | 24.2 
1935____ : 85, 000, 000 | 67, 600, 000 17, 400 000 20. 5 
1936___ 133, 000, 000 108, 109, 000 24, 900, 000 | 18.7 
1937 195, 000, 000 156, 600, 000 38, 400, 000 | 19.7 
1938 : } 145, 000, 090 80. 500, 000 64, 500, 000 | 44.6 
1939 200 000, 090 120, 200, 000 000 | 39.9 
1940 ; 440, 000, 000 254, 500, 000 , 000 | 42.2 
1941 775. 000, 090 608, 500, 000 900 21.5 
1942 1, 320, 000, 000 1, 162 590, 000 000 | 11.9 
1943 : : 1, 180, 000 000 942, 909, 000 000 | 20. 1 
1944 497, 009, 000 333, 400, 000 0,000 | 32.9 
1945 ; 423, 700, 000 345, 200, 000 78, 500, 000 18.5 
1946 334, 800, 000 224 800, 000 110, 000, 000 32.9 
1947 306, 000, 000 200, 700, 000 105, 300, 000 34.4 
1948 2R8, 450, 000 225. 650, 000 62, 800, 000 | 21.8 
1949 249, 150, 000 176, 550, 000 72. 600, 000 | 29.1 
1950 305, 550, 000 239, 050, 000 66, 500, 000 | 21.8 
1951 632, 250, 000 554, 950, GOO 67, 300, 000 | 10.6 
1952 ‘ 1, 125, 990, 000 1, 003, 990, 000 122, 090, 000 | 10.9 
1953 ; 1, 191, 200, 000 1, 073, 500, 000 117, 700, 000 | 9.9 
1954 i Bs 891, 750, 000 814, 450, 000 77, 300, 000 | 8.7 


1 Not available. 


| 
| 


Source: (1) Estimated from reports to N. M. T. B. A. 
(2) U. 8. Department of Commerce, Foreign Trade Report 410. 


Note.—Foreign shipments data not available prior to 1918. 


The machine tool industry is mindful of the political and economic reasons 
for canceling orders with United States companies during this parteular period. 
It also recognizes the wisdom of building up West German productive capacity. 
But the fact remains that United States funds have been expended to provide 
the United States machine tool industry with a very formidable competitor. 

The present strength of the industry’s foreign competition can be seen from 
the drop in export shipments to $77 million in 1954 as compared with $118 million 
in the previous year. Moreover, new export orders received during 1954 fell to 
about $59 million. This drop may very well mean that 1955 export shipments 
will fall to their lowest dollar level since 1938. 

The basic statistics relating to the export of machine tools appear on the chart 
above, but it must be emphasized that the export situation for various indi- 
vidual companies is much more serious than these figures suggest. This is 
because orders are now being received almost exclusively for special machines 
of a type or size not available abroad. Manufacturers of standard or general 
purpose machines report almost no export orders. For example, domestic manu- 
facturers of turret lathes report export orders amounting to only a small fraction 
of total orders. In past years, this segment of the industry has shipped a sub- 
stantial part of its production in the export trade. As has previously been 
pointed out, turret lathes are very important in times of emergency, and any 
circumstances which tend to decrease turret lathe capacity are therefore signifi- 
cant in the national security. 

2. Trade barriers.—Foreign restrictions on machine-tool trade make the out- 
look for machine-tool exports much less favorable than the historical record 
suggests. 
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During the postwar period 1946-49, the German industry had not been rebuilt, 
and there was a seller's market for machine tools throughout much of Europe. 
In addition, the iron curtain did not fall until the middle of this period, and the 
statistics therefore reflect a substantial volume of sales both to Russia and the 
satellite countries. Moreover, the statistics for 1951-53 reflect more than $200 
million of orders for NATO rearmament.” 

Because of these circumstances, foreign trade barriers had to be and were 
surmounted during 1946-53, and the statistics for this period accordingly tend 
to overstate the industry’s present prospects. Today, the German machine-tool 
industry has been rebuilt; there can be no shipments behind the iron curtain; 
NATO is rearmed; and there is now a buyer’s market in Europe. In such a 
market, exchange control, tariffs and other trade barriers have suddenly become 
much more important than ever before. 

As a practical matter, exchange control is usually the most important barrier 
to the export of United States machines. In most countries having a dollar 
shortage it means that machines cannot be imported from the United States 
if a comparable machine is manufactured in the importing country or can be 
obtained from some other country without the expenditure of dollars. This 
is one of the main reasons why the export market for general purpose as distinct 
from special machines has virtually dried up. 

In many cases, the exchange control problem is made much more difficult by 
the refusal of foreign officials to recognize the greater power and accuracies 
of United States machines. To many of them, all lathes are “comparable” 
regardless of power and the other factors which distinguish United States 
machines. This often makes it difficult or impossible for a foreign industrialist 
to buy a United States machine even though he recognizes its superior qualities 
and is ready to pay the higher price. 

The importance of the dollar shortage and exchange control regulations as 
restrictions on United States exports has been magnified by the operation of 
the various foreign aid programs. In the postwar period, Marshall plan funds 
were deliberately expended to rebuild the German machine-tool industry, and 
during the period of NATO rearmament, there was a positive plan “that urgent 
NATO orders be diverted to European manufacturers with open capacity and 
‘anceled on United States firms.” ** Now, however, there is certainly no justifi- 
cation for “diverting” orders to European manufacturers, and it seems to the 
industries that the agencies charged with the administration of the various 
foreign aid programs should insist upon the procurement of United States 
machine tools except in extraordinary cases. 

Unfortunately, ECA, MSA, and FOA officials have not been following this 
policy. According to our information, they have sometimes gone so far as te 
advocate the purchase of foreign machines, usually for exchange control or 
other monetary reasons. 

This has occurred even in cases in which the foreign government or the foreigr 
customer desired United States machines. 

It appears to the machine-tool industry that in situations where United States 
machines are readily available and especially when the foreign producer or 
his government desires United States machines, the United States officials 
concerned should do everything in their power to facilitate the purchase of 
United States machines. When a foreign manufacturer is willing to pay, even 
in his currency, the substantially higher price of a United States machine, he 
does so only because he is convinced that his operation requires the greater 
accuracy and productivity of the United States machine. In this situation, 
the purchase of the cheap foreign machine is contrary to the United States 
interest in bringing the productive facilities of our Western Allies to the highest 
possible pitch, as well as to the United States interest in maintaining United 
States machine-tool production at a maximum level. 

3. Recommendations regarding exchange control.—In the industry view, con- 
sideration should be given to a program under which the United States Govern- 
ment would advance dollars and take their equivalent in foreign currencies 
in cases where a foreign customer is willing to pay the extra price of a United 
States machine but cannot obtain the necessary dollars from his own government. 
This is precisely what the United States Government can now do to facilitate 
the export of agricultural surpluses under the Agricultural Trade Development 


2 See Progress Rept. No. 13, Joint Committee on Defense Production, p. 18. 
27 Progress Report No. 13, Joint Committee on Defense Production, 82d Cang., 2d sess, 
p. 20. 
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and Assistance Act of 1954.% Under this act the foreign purchaser can buy 
United States surplus agricultural commodities through ordinary trade channels 
with his foreign currency, the United States Government taking over the foreign 
currency for dollars. The case for governmental purchases of foreign exchange 
to facilitate machine-tool exports would appear just as compelling. American 
machine tools are sufficiently superior to foreign machines to lead to a substantial 
export market regardless of price if only exchange control difficulties could 
be surmounted. 

In addition to a program in aid of machine-tool exports similar to that pro- 
vided by the Agricultural Trade Development and Assistance Act of 1954, 
consideration might be given to programs similar to that recently inaugurated 
by the Foreign Operations Administration to facilitate the export of coal. 
Under this program, the United States Government purchases coal in this 
country, utilizing United States currency appropriated for aid to countries 
in the Middle and Far East. The coal is then delivered to European countries, 
such as Great Britain, Denmark, Italy, and France, in exchange for the cur- 
rencies of these countries, and such currencies are used to purchase various 
products needed by middle and far eastern countries. In this way, United 
States currency is made available to countries which desire United States 
coal, and the needs of the middle and far eastern countries in turn are ade- 
quately met through the use of the local currencies obtained for the coal. 
In like fashion, funds for Asiatic and other recovery programs could be uti- 
lized to purchase machine tools for European and other countries not receiv- 
ing dollar aid from this country, and the local currency secured in exchange 
for the machine tools used for the aid to the less developed areas. It is 
believed that the machine-tool exports that would be facilitated by the employ- 
ment of such a program would be just as important as coal exports to the 
national security and economy. 

Finally, it should be made plain to all the United States agencies concerned 
that United States funds should not be expended in foreign aid programs for 
foreign machine tools unless there is no United States machine available. As 
has been pointed out, United States officials in the past have often recommended 
the purchase of foreign machine tools for reasons having to do solely with 
exchange control and dollar shortages, but it is believed that we have now 
reached a point where the national interest in maintaining the machine tool 
market transcends any considerations of this character. 


B. Imports 


1. History and statistics Before Korea, very few foreign machine tools were 
imported into this country. The principal imports consisted of cheap, general 
purpose machines which could be used in operations not requiring a high degree 
of accuracy. In addition, there are a few foreign machines of excellent quality 
which can compete successfully in the American market. For example, there is 
a jig boring machine manufactured in Switzerland that has always sold well 
in this country. 

The situation with regard to imports changed markedly with the Korean 
emergency. When the machine-tool bootleneck developed in the middle of 1951, 
many companies bought German and other foreign machines because they could 
be obtained without priority ratings. The consequence was a surge of machine- 
tool imports which reached a high in 1952. The following are the postwar totals: 


Machine-tool imports * 


Importe Imports 
8 is ede a ee eae 13, 703, 655 
a a TORE ee 0 Riis etek ete UL 49, 868, 065 
Ms ocak ens tee de Dy Set SOR edie naks 37, 363, 561 
Smee oo he 1, 597, 104 | 1954 (estimated) _-_---_____ 22, 000, 000 
hae tii. Rhea ep eceoteenuier mate 2, 291, 042 


1 Source: U. S. Department of Commerce, Foreign Trade Rept. 110. 


Since its resurgence, the German machine tool industry has shipped more 
machine tools into the United States than any other country. The Swiss are 
second, principally because of the jig borer previously described. The British 
are third, and the imports from other countries are relatively unimportant. 


% Public Law 480, 83d Cong., 2d sess., 68 Stat. 454. 
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The statistics do not reveal the fact that most of the foreign competition 
comes, as in the case of the export market, from manufacturers of standard, 
general purpose machines.” As previously noted, turret lathes and other general 
purpose machines are likely to be the most critical in any emergency, particularly 
at the beginning of production before the designs of military end items have 
become frozen. 

2. Tariffs—The present United States tariff on machine tools affords very 
little protection against foreign competition. 

Under the Hawley-Smoot Tariff Act (Tariff Act of 1930),” the United States 
tariff on most machine tools was 30 percent ad valorem. An exception was 
made in the case of certain kinds of gear-making machines on which the tariff 
was 40 percent. In 1936, the tariff on jig borers was reduced to 15 percent 
pursuant to an agreement with Switzerland “ negotiated under the Reciprocal 
Tariff Act of 1934." In 1948, pursuant to the multilateral General Agreement 
on Tariffs and Trade (GATT), tariffs on most other machine tools were cut in 
half. At present, therefore, the United States tariff on most machine tools is 
15 percent, and on certain gear making machines, it is 20 percent. 

It is difficult to compare the United States tariff rates with those of other 
countries because in many countries the rates are calculated according to the 
weight of the machine and other factors which will vary with each shipment. 
Comparisons nevertheless can be made in typical cases, and the following table 
shows the customs duties, import taxes and similar charges which would be 
imposed upon the shipment of a standard engine lathe™ priced at $9,280 f. o. b. 
a plant in the United States: 


* $6,427 | Switzerland__ 
3,927 | Japan 
Indonesia 

| PEROT RGR scr encencemenen 

| Belgium 72 


tH 
Germany-_-_-_- 
Sweden____- einai niaiaaemia 


1 Assumes that no comparable machine is manufactured in Australia. If there is, the 
duty is over three times as high, and the price is correspondingly increased. 


An importer of this typical engine lathe into the United States would have 
to pay a United States tariff of $1,392, and it will thus be observed that United 
States tariffs are relatively low. 

It will also be apparent from a consideration of comparative foreign and 
United States wage scales that the United States tariffs afford almost no protec- 
tion to the United States machine-tool industry. For example, the United States 
industry pays an average of about $2.20 an hour to its labor force, while the 
average rates paid by the industry’s major competitors in Germany and England 
are only 70 and 90 cents, respectively. In most other European countries, the 
wage scales are as low or lower, and according to the industry’s best informa- 
tion, the wage rate in Holland is only 40 cents an hour. 

It is of course apparent that other American industries face comparable differ- 
ences in wage scales whenever they enter foreign markets. But wage scales are 
much more important in the machine-tool industry than in industries manu- 
facturing mass-produced consumer goods. This is indeed ironic. The potential 
market for any single model of machine tool is so limited, and the machine itself 
is so precise, that the mass production techniques made possible by machine 
tools cannot be employed in machine-tool manufacture. As a result many ma- 
chines are virtually hand built, and in all countries labor costs will account for 
as much as 50 percent of the cost of a machine tool. In the mass production 
industries, labor is a far less important factor and sometimes falls as low as 
10 percent of the cost of manufacturing. 


*® The overall figures are based on tariff classifications which do not distinguish between 
special and general purpose machines. The statement that general purpose machines make 
up the bulk of the imports is based upon the answers to questionnaires sent to the members 
of the National Machine Tool Builders’ Association and the advertising and catalogs of 
foreign builders. 

% 46 Stat. 590. 

217TD 48093, February 15, 1936. 

#48 Stat. 943. ; 

33 The lathe in question is a 16-inch swing by 54-inch center engine lathe weighing 
7,125 pounds boxed for export. equipped with a motor and starter selling for $258 and 
weighing 300 pounds boxed. The motor is rated at 744 horsepower at 1,800 revolutions 
per minute. 
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In consequence both of the lack of balance between United States and foreign 
tariffs and wage differentials, foreign machines enjoy a very substantial price 
advantage over United States machines in all the markets of the world. For 
example, a British turret lathe has been quoted at $3,674 f. o. b. a British plant 
as compared with $8,740 for a United States turret lathe of the same size free on 
board plant, and the discrepancy between the price of other United States and 
foreign machines appears to be on the same order of magnitude.“ But perhaps 
the most significant price comparison is that between a United States machine 
now being manufactured in the Netherlands and an identical machine built 
inthis country. The prices of this machine are as follows: 


Dutch United States} , 
, ave 
| manufacture | manufacture | Percentage 





| 
i a il etn $5, 000 $11, 477 43 


Cost, insurance, and freight, Netherlands. -_....._.--- c 5, 000 13, 762 36 
Cost, insurance, and freight, United States_........_- sate 6, 150 11, 477 54 





The above table shows very plainly why many United States machine-tool 
companies are considering arrangements for the manufacture of their machines 
abroad, with consequent loss of United States capacity. And it also shows 
that a 15 percent United States tariff on machine tools affords little protection. 

Now that the Trade Agreements Extension Act of 1955 has become law, 
the industry believes that a major effort should be made in the negotiation 
of future reciprocal trade agreements to obtain concessions regarding machine- 
tool tariffs and other trade barriers from the principal customer countries. 
In view of the present balance in favor of the industry’s foreign competitors, 
such concessions ought to be relatively easy to obtain, and the corresponding 
concessions from this country need not take the form of a reduction in United 
States machine-tool tariffs, at least in the first instance. 

Meanwhile and in the event that imports of foreign machine tools increase 
above their 1954 level, it may be necessary or advisable for the President to 
raise tariffs or impose import quotas pursuant to the authority contained in 
section 7 of the act. In this way and if the recommendations previously made 
in the section on exports are also adopted, it may ultimately be possible to 
produce a proper balance between foreign and domestic tariffs and other 
restrictions on international machine-tool trade. 


OC. Financing machine-tool exports 


After quality and price comes credit as a consideration in machine-tool pur- 
chases, but until recently, the machine-tool industry has been unable to obtain 
the financial backing required to permit it to offer favorable credit terms to 
foreign customers. As a result of a policy announced last November, however, 
machine tool builders can now obtain “exporter lines of credit” from the Export- 
Import Bank, and if the bank continues its present liberal and understanding 
approach to the industry’s export problems, these lines of credit will provide 
a useful tool with which to meet foreign competition for the export market. 

Under an exporter line of credit, the Export-Import Bank agrees to guarantee 
or otherwise assume a part of the credit risk on individual export transactions 
provided the exporter obtains a substantial downpayment and accepts the 
remainder of the risk. Terms with regard to rates of interest and maturities 
are negotiated on a case-by-case basis, but the bank has indicated that in 
most cases it will insist upon a minimum interest rate of 5 percent and a 


*The following table shows some recent prices f. 0. b. plant of comparable United 
States and foreign machines: 


United States Foreign pric: 


Type at ae free on board | Percentage 
plant plant 
I tal i a a eek dd dae taecclrnee hima $8. 740 $3, 674 42 
IIR, akan emntesssecdibdiebebiowed.agweet ove | 8.975 4, 496 50 
SE So vninandiekinntunme neon chaabbaeslbarws | 14. 000 9, 300 | 66 
Automatic boring machine_...........-. sa dlta hone talaga 18, 625 | 9, 630 52 
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maximum maturity of 5 years. Ordinarily, the interests of the bank and 
the exporter in obtaining a substantial downpayment and satisfactory interest 
and maturities will be identical, and it is only when the exporter encounters 
direct foreign competition that a problem may arise. 

The problem we have in mind arises out of the fact that the industry's 
principal competitors in Germany and the United Kingdom are operating under 
governmental credit assistance plans similar to the Export-Import Bank's 
present plan. The question is whether, under the bank’s plan, a United States 
machine-tool company will be able to meet its German and British competitors 
with regard to terms of credit. The machine-tool industry feels very strongly 
that its Government should provide it with just as much or more credit 
assistance than that provided its foreign competitors by their governments. 

Discussions with Export-Import Bank officials indicate an awareness of the 
industry’s problems and a desire to tailor exporter lines of credit to meet its 
peculiar needs. But the bank is not presently operating under a policy which 
contemplates the aflirmative promotion of any particular kind of export sales, 
and it has said on numerous occasions that it will avoid 
races.” Under these circumstances, a declaration of national policy from the 
highest level is needed. The bank should be informed through appropriate 
channels of the national interest in machine-tool exports, and it should be 
authorized to finance machine-tool exports on as favorable terms as those avail 
able to foreign machine tool companies from their governments 


international credit 


D. Buy American Act 


Finally, we mention the problems presented by the President's recent Executive 
order “ under the Buy American Act. 

The Buy American Act provides generally that the Government shall pur 
chase articles of United States manufacture unless the public interest is to the 
contrary. Before the new Executive order, the various executive departments 
had considerable latitude in determining whether the public interest required 
the purchase of a United States or a foreign machine. In the Defense Depart 
ment, aS an example, a United States machine tool would ordinarily be pur 
chased unless: (1) the price differential amounted to more than 25 percent 
in favor of the foreign machine; and (2) there were no other considerations 
such as the desirability of maintaining a United States source for a critical 
machine which required the purchase of the United States machine. 

Under the new Executive order, the Defense Department will now employ a 
6-percent price differential instead of the previous 25 percent, in deciding 
whether to purchase foreign machines, but it still has some latitude to determine 
that other considerations require the purchase of United States machines as a 
matter of national interest. In its directive implementing the Executive order, 
the Department has said, as an example, that foreign bids may be rejected if 
“such rejection is necessary to protect essential national security interests, such 
as maintenance of a mobilization base.” Moreover, the Assistant Secretary of 
Defense for Supply and Logistics has announced that United States machines 
will be purchased under appropriations for increased defense production ca- 
pacity.” In procurements under other programs, however, it will apparently 
be necessary for United States builders to establish the existence of a national 
interest on a case-by-case basis, and this may be very difficult in view of the 
provisions of both the Executive order and the implementing Defense Depart- 
ment directive relating to the levels at which exceptions to the Executive order 
must be reviewed. Thus, the Executive order provides for reports to the 
President through the Bureau of the Budget in cases in which it has been de- 


% Thus in the initial announcement of exporter lines of credit in the Foreign Commerce 
Weekly for November 22, 1954, it was said (p. 14): 

“Exporter credit lines are intended to help United States exporters of protect capital 
equipment retain their traditional foreign markets. Such a line of credit would not pro- 
vide terms in all respects equal to or easier than those offered by foreign suppliers, and 
these lines would not be expected to finance more than a portion of the business of a par- 
ticular exporter of capital Meryem Otherwise, there would be grave danger of precipt 
tating an international credit race, or of overselling abroad to the point where United 
States trade would be curtailed because of the inability of other countries to find the 
dollars to pay for their imports from the United States.” [Emphasis added.] 

% The Execuive order provides an alternative price differential calculated on the basis 
of 10 percent of the purchase price exclusive of duty and certain other charges, but under 
Defense Department Directive 4105.25, implementing the Executive order, the Defense 
Department will use onlv the 6 nercent overall price differential. ; . ont 

37 Statement of Hon. T. P. Pike, Assistant Secretary of Defense for Supply and Logistics, 
before a House Subcommittee on Appropriations, Feb. 24, 1955. 
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termined that the public interest requires the purchase of an American machine 
despite the price differential, and under the Defense Department directive, it 
will in any event be necessary to take such cases to the Assistant Secretary for 
Supply and Logistics. In many cases, however, the time and trouble involved 
in taking a Buy American case through the Pentagon would be more costly than 
the procurement could possibly be worth. 

From what has already been said, it will be apparent that United States 
machine tool prices will almost always be more than 6 percent higher than 
foreign prices. This means under Executive Order 10582 that foreign machines 
must be purchased for defense applications unless a contrary decision based 
on the national interest is made at a very high level of the Government. But 
the purchase of foreign machines for defense means that to the extent of such 
purchases, our defense plants will be operating without the efficiencies, accu- 
racies and speeds which might be obtained with United States machines. 
Moreover, in time of war, replacement parts or attachments would have to be 
brought 5,000 miles, if they were available at all, and under wartime conditions 
this could lead to very serious delay. 

It follows in the industry view that Executive Order 10582 (relating to the Buy 
American Act) should be amended so as to provide for the purchase of United 
States machines for all defense applications except when no United States ma- 
chine is available. 


Vv. THE IMPORTANT BEARING OF TAX POLICY ON DEFENSE 


Justice Holmes observed that legal progress is largely secreted in the inter- 
stices of legal procedure. We may add that the modernization of industrial 
equipment is largely secreted in the interstices of income tax rules. The policy 
followed in deductions from gross income on account of depreciation and obso- 
lescence will be determinative in this field. Here the administration has already 
initiated helpful action which has been and in all probability will continue to 
be under attack in Congress. Since the whole matter is in issue, a reaffirmation 
of sound policy is both necessary and desirable. 

We stress, first, the extent to which machine tool obsolescence is a factor in 
our national security. More than half the machine tools in service are over 10 
years old and 20 percent are more than 20 years old. Since these machines were 
made, there have been countless developments and improvements even in rela- 
tively simple general purpose machines. By conservative estimate it costs the 
Nation at least a billion dollars a year to retain obsolescent machines in its 
metalworking industries. 

Before Korea, only about 48 percent of all machines were 10 years old or older. 
Today, the figure ‘is around 55 percent. This reveals an unfortunate trend. 

Much of the present obsolescence of United States industrial equipment is 
attributable to the rigid depreciation policies of the previous administrations. 
These policies were inaugurated in 1934, largely as revenue raising measures. 
They called for the depreciation of machine tools over long periods—sometimes 
as much as 30 years. They were completely at odds with the rate of moderni- 
zation actually prevalent in the metalworking industries, and they afforded 
prospective purchasers no real opportunity to recover the cost of an old machine 
before a new one was needed. The consequent brake on machine tool replace- 
ment was substantial. Before World War II, it was estimated that as many as 
73 percent of machine tools in service were over 10 years old. 

The enactment of tax amortization legislation during both World War II and 
the Korean emergency was a recognition of the inadequacy of existing depreci- 
ation and obsolescence allowances. 

Almost as soon as it took office, the present administration took steps toward a 
new depreciation policy, resulting in two significant accomplishments. First, 
the Treasury Department has liberalized the regulations and the practice relat- 
ing to obsolescence, thereby making more realistic depreciation allowances 
possible. Second, provision is made in the Internal Revenue Code of 1954 for 
depreciation according to the sum-of-the-years digits and the double-declining- 
balance methods, both of which permit more rapid initial writeoffs than the 
conventional straight line method. In consequence, depreciation policy is no 
longer a positive impediment to machine tool replacement. 

Representatives of the machine tool industry are urging upon the Treasury De- 
partment that allowable rates of depreciation should be increased to the point 
where a prospective purchaser will have even more assurance of charging the 
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cost of a machine over its expected profitable life. Thus far, the Treasury has 
answered such suggestions by pointing to the immediate revenue loss. It recog- 
nizes that this revenue loss will be made up in future years after there has been 
full depreciation or a sale of the tools. 

We urgently submit that in the interests of reversing the trend toward ob- 
solescence, the national security requires increases in depreciation allowances 
for tax purposes. Certainly, there can be no turning back from the legislative 
and administrative advancements of 1953 and 1954. The contrary position taken 
by some of the Democratic majority in Congress constitutes a threat to the 


national security. The administration should make this plain in appropriate 
communications to the Congress. 


VI. RENEGOTIATION 


As in the case of its policy on depreciation for income tax purposes, the admin- 
istration has brought considerable understanding to bear upon the machine tool 
industry’s problems under the Renegotiation Act of 1951, and the need is for a 
continuing reaffirmation of policy in the event of possible attacks in the Congress. 

The Renegotiation Act of 1951, like its predecessors, was designed to eliminate 
excessive war profits. But because of the characteristics of their products, ma- 
chine tool companies inevitably lose much more than they gain by producing large 
numbers of machines during war or other periods of national emergency. This 
is because the machines produced in an emergency inevitably saturate the post- 
emergency market. When a machine tool company quadruples its production 
in wartime, it manufactures the machines it would otherwise manufacture in 
future years ; it compresses the profits it would normally earn over, say, a 10-year 
period into a period of high income and excess profits taxes. Far from deriving 
excessive war profits from war or defense production, machine tool companies 
make much less retainable profit during a combined emergency and postemer- 
gency depression period than in a normal period of comparable duration. 

In World War II the character of a machine tool company’s sales and profits 
was not generally appreciated, and as a result many severe renegotiation refunds 


were imposed. These refunds contributed significantly to the weakness of the 
industry during the postwar period, and during the Korean emergency the indus- 
try made every effort to persuade the Congress and the Renegotiation Board 


that the World War II experience must not be repeated. In this area the 
present administration has seen the problem, and in the 1954 amendments to the 
Renegotiation Act and also in the renegotiation regulations, there are specific 
provisions which deal with it. It is unfortunate in terms of the continuing 
strength of the industry for defense that the amendments did not apply to the 
years 1951 and 1952, which were two of the peak years of machine tool shipments. 
The President has now recommended an extension of the Renegotiation Act 
of 1951 through 1956 without change in the existing exemptions, and the House 
has recently passed a bill providing for such an extension. If this bill (H. R. 
4904) is enacted, it will permit the renegotiation of machine-tool companies 
on an equitable basis in comparison with other defense industries. But any 
contraction of the existing provisions relating to durable productive equipment 
would mean inequitable renegotiation and a return toward World War II in 
which machine-tool companies were seriously weakened in renegotiation. 


VII. MOBILIZATION PLANNING 


During the Korean emergency, the lack of mobilization planning in some areas 
and the failure to use available plans in other areas were major factors in the 
machine-tool shortages. Today, there are those in Government and in industry 
who know the mistakes which were made and can lay plans for future mobiliza- 
tion. While the experience of Korea is still fresh in mind and these men remain 
available, mobilization plans and programs should be drawn up which would 
permit and require the machine-tool industry to build up to peak production 
with a minimum of delay. 


Pool orders 


During World War II, production of machine tools was successfully built 
up by the device of “pool orders” issued by the Defense Plants Corporation. 
A pool order is basically a firm Government contract for the purchase of machine 
tools with a proviso directing the diversion of the machines covered by the 
order to defense contractors if rated orders are received from such contractors 
before completion. It is the hope and expectation upon the issuance of a pool 
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order that the machines in question will be diverted to defense contractors and 
that the Government will never be called upon to take delivery. During World 
War II, this expectation proved to be the fact in all but a small percentage 
of the cases. 

At the beginning of the Korean emergency, the National Security Resources 
Board had a plan for the issuance of “phantom orders” which amounted to 
“automatic” pool orders which could be “triggered” at a moment’s notice at 
the beginning of any emergency. When, however, the direction of the defense 
production program was shifted from the Defense Department to the Office 
of Defense Mobilization, these plans were discarded, and it was not until Febru- 
ary 28, 1951, 8 months after South Korea was invaded, that a pool order 
program was actually inaugurated.* Unfortunately, however, the terms of 
the proposed pool order contract were much more restrictive than those of 
World War II, and only 18 members of the industry could be persuaded to 
accept them. It was not until August 28, 1951, or 14 months after Korea, that 
a pool order program really began with a contract generally acceptable to 
Government and industry alike. At this point, however, it was much too late 
for the program to operate as a stimulant to production, and for most companies 
a pool order amounted mainly to an insurance policy against cancellations. 

When the Korean pool order program had been completed, it had covered 
94,225 machine tools costing more than $1.4 billion. If these orders had been 
placed in advance of the emergency and gone automatically into operation on 
July 1, 1950, the machine-tool shortages of 1951 and 1952 might have been 
alleviated or even averted. 

Today, as a matter of the simplest and most obvious kind of mobilization 
planning, there is a need for a program of automatic pool orders which would 
go into effect upon a telephone call or a telegram or simply the declaration of a 
national emergency. Such a program is now under consideration in the Busi- 
ness and Defense Services Administration of the Department of Commerce and 
it is believed that with one exception it can be worked out by agreement between 
the industry and this agency. The exception relates to the funds for financing 
the pool orders. 

During both World War II and Korea, the financial details behind the pool 
orders proved a major stumbling block because of the difficulty of providing 
in advance for the contingent liability of the Government on the pool orders. 
During World War II, this problem was solved by a somewhat informal agree- 
ment between the Defense Plants Corporation and Under Secretary of War 
Patterson that the War Department would ask the Congress for deficiency appro- 
priations if such appropriations ever became necessary. During Korea, the 
problem was ultimately met by the use of the borrowing authority contained in 
section 304 (b) of the Defense Production Act, as amended on July 31, 1951. 
Some question has now been raised, however, about the availability of the bor- 
rowing authority for financing, in advance, the proposed program for “trigger 
pool orders,” and it is therefore believed that there should be specific legislative 
authority to enter upon such automatic pool orders without preexisting appropria- 
tions. This legislation should contain a provision similar to section 304 (b) 
of the Defense Production Act authorizing the appropriate governmental agen- 
cies to borrow up to a designated sum from the Treasury to meet the Govern- 
ment’s contingent liabilities under automatic pool orders and also to provide 
funds for the advance of working capital which are a necessary part of such 
orders. 

Priorities 

Another factor which contributed to the Korean bottlenecks was the failure 
to establish adequate priority systems until the shortages had actually developed. 

As a result of the postwar machine-tool depression, most machine-tool builders 
found their inventories depleted, and they required priority assistance to obtain 
the requisite raw materials and basic components. But during the first 8 months 
of the emergency, no substantial assistance was available,” and the first step 
in the proper direction was not taken until February 28, 1951, when priorities 
were authorized for use in connection with the initial restricted pool order con- 


% NPA Order M—40, Feb. 28,1951. , 

*® Under NPA Priority Regulation No. 2 of Oct. 2, 1950, a defense contractor could 
sometimes pass his priority down to a machine tool subcontractor, but in view of dollar 
limitations and other restrictions, priorities of this kind were rarely employed. 
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tracts discussed above.” These proved inadequate, and on May 14, 1951, a special 
priority was granted machine-tool builders with regard to the third quarter of 
951. This, too, proved inadequate, and it was not until December 11, 1951, 
almost 2 year and a half too late, that the industry was given a priority status 
equivalent to that enjoyed by the major end-item manufacturers. 

Similarly, there was a lack, during the early days of Korea, of a priority 
system for scheduling machine-tool orders and making machine-tool shipments. 
During this period, the industry had some commercial backlog and it was re- 
ceiving a substantial volume of commercial orders in anticipation of an eventual 
freeze. In the absence of some governmental authority it obviously could not 
give priority to defense contractors over this kind of business, yet it was not until 
February 28, 1951," that restrictions were finally placed on commercial deliveries. 
As in the case of the pool order program and priorities for material purchases, 
this order required frequent revision, and it was not until February 1, 1952, 
that commercial deliveries were effectively frozen. 

It would seem plain that if there had been some standby system of priorities 
on July 1, 1950, the machine-tool industry would have been able to build up its 
production at a much faster rate, with a consequent reduction in the magnitude 
of the machine-tool shortages. It follows that consideration should now be given 
by the appropriate agencies to the creation of a standby system. 

Price control 


The various price control regulations issued by the Office of Price Stabiliza- 
tion during 1951 contributed very substantially to the 1951 and 1952 machine-tool 
bottlenecks. 

The basic difficulty arose on January 16, 1951, when ceilings were established 
on all commodities, including machine tools, at the highest price at which the 
particular commodity had been sold (i. e., delivered) in the period between 
December 19, 1950, and January 25, 1951. As regards machine tools, this order 
ignored the fact that a machine tool shipped in January of 1951 might very 
well have been ordered in January of 1950 on the basis of a 1949 price list which 
reflected depressed prices of the saturated postwar market. Moreover, labor 
and material costs were mounting very rapiily at the beginning of 1951, and 
since machine-tool builders were being required to do everything in their power 
to increase production, it was absolutely essential that they be permitted to 
protect themselves. 

As a result of the inequity of the initial price regulations, the question of a 
proper price ceiling for machine tools had to be discussed throughout the Gov- 
ernment during most of 1951. Finally and largely as a result of the good offices 
of the Defense Department and the Defense Production Administration, a fair 
solution was worked out on August 27, 1951 (13 months after the outbreak of 
war).* In the meantime, however, machine-tool production had been seriously 
delayed, and if a recurrence of this situation is to be avoided in a future emer- 
gency, consideration should now be given to the establishment of a system of 
standby controls. In this connection, a review should be made of the question 
whether any price controls should be imposed on capital-goods sales in time of 
emergency. 


Procurement forms and regulations 


During the Korean emergency, the forms and regulations applicable to the 
purchase of tanks and battleships and aircraft were used without discrimination 
in the purchase of machine tools. This led to a great deal of confusion especially 
among the smaller members of the industry. 

Most small machine-tool builders had done very little Government business 
during the depression period 1946-49, and they therefore had no opportunity to 
become familiar with the complications in Government procurement which grew 
up in that period. Then in 1950 and 1951, they were suddenly faced with the flood 
of Government orders previously described. These orders were often inches 
thick. Scarcely any of them were alike. Those that happened to be alike had 
to be read to determine that they were alike. They may have been appropriate 





“NPA Order M—40, Feb. 28, 1951. 
41NPA Order M—41, February 28. 1951. 

42 Revision No. 1 to Supplementary Regulation 2 to Ceiling Price Regulation 30 issued 
by the Office of Price Stabilization. 

“43 Seo erticle bv Mr. Frederick S. Blackall, Jr., a past president of the National Machine 
Tool Builders’ Association, entitled “Price Control in the Machine Tool Industry,” No. 
447 in the series National Economic Problems, published by the American Enterprise 
Association. 
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for use in ordering large quantities of aircraft or tanks from large corporations 
having staffs of procurement experts, but for small machine-tool companies, they 
raised all sorts of questions which could not be answered by the company’s regu- 
lar selling organization. In consequence, the owners of many small companies 
found much of their time taken up with the fine print and uncertainties of 
defense orders. Some companies were discouraged by the bulk of paperwork 
from bidding on projects for which they were exceptionally well qualified, and 
a a a the number of bidders on many important projects was greatly 
reduced. 

The single most serious difficulty in this area arose out of the lack of an 
acceptable escalation clause. Most machine-tool companies felt that they could 
not take orders a year or more in advance without such a clause in a period 
when cost increases were inevitable. 

Beginning in 1952, the machine-tool industry began discussions with the 
Defense Department looking toward a simplification of the regulations governing 
machine-tool procurement. But today, 4 years after the Korean shortages, 
there has been virtually no simplification of the regulations. Machine tools are 
still being bought as though they were tanks. 

In view of the reduced volume of machine tool procurement, the complexities 
of the procurement regulations are presently being surmounted, but if there 
were to be a flood of orders comparable to those of 1951, the complexities would 
again contribute to a machine-tool shortage. The answer lies in the issuance, as 
a matter of mobilization planning, of simplified procurement regulations appli- 
cable to the purchase of machine tools. 


Manpower 


During both World War II and the Korean emergency, the machine-tool 
industry lost substantial numbers of skilled engineers and mechanics to selective 
service. Moreover, there was and still is an overall shortage of the kind of 
skilled mechanics that are needed for full-scale emergency machine-tool produc- 
tion, and in addition certain kinds of defense plants could pay more for skilled 
mechanics than machine-tool builders under wage stabilization and other regula- 
tions. The result was often the “pirating” of skilled mechanics from the machine- 
tool industry. 

It is of course resognized that no industry is draft-proof, and as regards 
selective service, we are concerned only with the deferment of keymen particu- 
larly the indispensable nucleus of younger highly skilled machinists during 
critical periods of a machine-tool buildup. It is believed that during such periods, 
the draft of key engineers and mchanics in machine-tool plants should be 
deferred until such time as potential machine tool shortages have been averted. 

Section 6 (h) of the Universal Military Training and Service Act “ contains 
ample authority for deferments of the kind we envision, and it is believed that 
as a matter of mobilization planning steps should be taken to insure that a 
program for such deferments is in effect on M-day. 

With regard to the shifting of skilled personnel between industries and 
also the broader problem of obtaining additional manpower for the machine- 
tool industry, we suggest continued peacetime emphasis upon the kind of 
program inaugurated in July of 1951 by the Bureau of Employment Security 
of the Department of Labor in cooperation with State employment agencies. 
This program involved continual requirements surveys and case-by-case efforts 
to assist individual companies in meeting specific manpower problems as they 
arose. 


Recommendation 


Although some of the problems of mobilization planning (notably the pool 
order program) are progressing rapidly under the auspices of existing gov- 
ernmental agencies, it would appear that the subject is important enough 
to be referred to a Presidential commission for top level supervision over all 
areas and all interested agencies. 


VIII. CONCLUSION 


The foregoing recommendations and suggestions May be summarized as 
follows: 

1. The Vance plan should be reviewed to determine whether the original 
program was realistic and whether a new program or firm measures to carry 
out the old program are now required. 


“ 62 Stat. 611. 
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2. A Presidential commission or committee capable of resolving interdepart- 
mental differences should formulate a uniform governmental policy on the 
sale and lease of Government-owned machine tools and the management of 
the Government inventory. 

3. Immediate consideration should be given to a program to provide dollar 
exchange to facilitate machine-tool exports similar to the programs made pos 
sible by the Agricultural Trade Development and Assistance Act of 1954“ 
in the case of exports of surplus agricultural commodities. Meanwhile, United 
States agencies charged with the administration of foreign aid programs 
should be directed to refrain from advocating the purchase of foreign machine 
tools for exchange control or any other reason. 

4. Agencies concerned with the negotiation of reciprocal trade agreements 
should be instructed that there can be no further reduction of present United 
States tariffs on machine tools. A determined effort should be made to obtain 
foreign concessions reducing foreign tariffs and customs duties on United 
States machines at least to the United States level. 

5. The Export-Import Bank should be authorized to finance machine-tool 
exports on terms at least as favorable as those available to foreign machine 
tool companies from their governments. 

6. Executive Order 10582 (relating to the Buy American Act) should be 
amended so as to provide for the purchase of United States machines for all 
defense production except when no United States machine is available. 

7. All attempts to repeal the depreciation of provisions of the Internal Revenue 
Code of 1954 should be resisted, and as soon as budgetary conditions permit, 
those provisions should be liberalized. 

8. There should be no change in the provisions of the Renegotiations Act of 
1951, as amended, relating to “new durable productive equipment.” 

9. The Administration should support legislation providing authority to pro- 
ceed with a program for automatic “triggered” pool orders. In addition, a 
Presidential commission should be appointed to survey and supervise all phases 
of mobilization planning for the machine-tool industry. Such a commission 
should be charged with overall responsibility for preparing in addition to a 
pool order program : 

(a) A standby system of priorities whereby the industry could obtain 
the materials needed for immediate full scale production in the event of 
an emergency. 

(b) A second standby system of priorities for the scheduling and ship- 
ment of rated machine-tool orders. 

(c) A standby price regulation agreeable to both industry and the Gov- 
ernment, or a recommendation that there is no need for price controls with 
regard to the sale of capital goods. 

(d) Simplified forms and regulations for the procurement of machine 

ls 


(e) A program for dealing with the industry’s manpower problems, in- 
cluding a plan for the deferment from selective service of key engineers 
and mechanics during the critical period of a machine tool buildup. 

The machine tool industry respectfully submits the foregoing recommenda- 
tions to the National Security Council and urges that a national policy be 
formulated by it on machine tools, the heart and core of industrial mobilization 
for defense, and be recommended for the approval of the President. 

Respectfully, 

M. A. HOLLENGREEN, 
President, National Machine Tool Builders ’Association. 
R. A. VIDINGHOFF, 
President, American Machine Tool Distributors’ Ass9ciation. 


# Public Law 480, 83d Cong., 2d sess., 68 Stat. 454. 
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APPENDIX 8 


CovINGTON & BURLING, 


Washington, D. C., November 9, 1955. 
Hon. Coun F. Stam, 


Chief of Staff, Joint Committee on Internal Revenue Tazation, 
House Office Building, Washington 25, D. C. 


Dear Mr. StaM: The machine-tool industry ‘ submits in this letter in response 
to your letter of September 22, 1955, its statement to the staff of the Joint Com- 
mittee on Internal Revenue Taxation for use in connection with the study of 
renegotiation now in progress under Public Law 216 of the 1st session of the 
84th Congress. It is the industry’s understanding that the study is to begin 
with an inquiry into three basic questions: 

First. Whether the Renegotiation Act should be extended beyond Decem- 
ber 31, 1956. 

Second. Whether, if extended, the present act should be limited in scope. 

Third. Whether, if the act were extended, the present reporting procedures 
should be modified so as to lessen the burden on defense contractors. 

The machine tool industry feels very strongly that renegotiation must end. 
There is no justification for it whatever in our present economy, and an exten- 
sion would mean that renegotiation has become virtually a permanent part of 
the Government’s procurement relations with industry. As we shall point out, 
we believe this would do violence to our basic American tenets of fair dealing 
and free enterprise and would seriously interfere with effective low-price pro- 
curement by the Government. 

Assuming that there may have been some basis in the national crisis which 
followed Pearl Harbor for the original renegotiation legislation which was con- 
ceived as price control and not overall profit control as at present, that crisis 
is long past. Renegotiation amounts under present conditions to unwarranted 
interference with our fundamental profit system upon which the country’s social 
and economic system is founded under the Constitution. 

It is, in effect, an income tax without a rate imposed on the basis of wholly 
subjective standards projected by the personal judgments of five men. Our 
traditional concept of the finality and sanctity of contract has gone by the 
board. Now we have contractors waiting 2 and 3 years after delivery to find 
out what their contract price and profit is to be. 

Since we feel so strongly that renegotiation must end, we have difficulty 
addressing ourselves to the second and third questions set forth above, which 
assume its continuation. Moreover, renegotiation of sales of machine tools— 
which last for years and have established values in the commercial market—dif- 
fers historically and practically from the renegotiation of military end products 
such as aircraft, tanks and guns, and also from the renegotiation of standard 
expendable supply items such as quartermaster stores and nuts and bolts. Other 
industry associations are filing papers which express an overall point of view, 
and we do not wish to burden the committee and its staff with purely repetitive 
material. For these reasons, we shall comment on the second and third ques- 
tions only in the course of replying to the first. In discussing the first question, 
we shall be speaking from the point of view of the singular renegotiation ex- 
perience of the machine tool industry rather than from the point of view of 
industry generally. 

As a further preface to our statement we should like to emphasize that the 
evils of renegotiation are inherent in the law itself as distinguished from its 
administration. Faced with the almost impossible task of administering this 
difficult law, the Renegotiation Board has, we believe, conscientiously tried to 
earry out its mandates and at the same time minimize its arbitrary and in- 
equitable impact. 

I. HISTORICAL BACKGROUND 


From the point of view of the machine-tool industry the further extension of 
renegotiation must be considered against the background of World War II 
machine tool renegotiation, the 1948 Renegotiation Act and its “collateral items” 
exemption, the partial mandatory exemption of the 1951 act, and finally the 
extension of the partial mandatory exemption which came with the 1954 
amendments. 


1 Represented by the National Machine Tool Builders’ Association and the American 
Machine Tool Distributors’ Association, the members of which account for the manufacture 
of all but a small part ofthe country’s machine tools. 
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The machine-tool industry believes that during World War II, machine tool 
renegotiation operated to the detriment. of the national security. Beginning as 
early as 1939 right after Munich, the industry was deluged with orders, and 
within a space of 3 years it manufactured more machine tools than had been 
built in the previous 40 years of its history. These machines were durable, 
rugged, and long-lived, and it should have been obvious that the industry's 
wartime production would completely glut and saturate the immediate postwar 
market. But during the war renegotiation officials failed to foresee what would 
happen, and they accordingly required renegotiation refunds on the same order 
vf magnitude as those paid by industries having no postwar problems. These 
refunds were large in terms of the meager assets of the smal! companies in 
volved, and they seriously weakened the industry. During the postwar period, 
more than 50 companies went out of business, and it is plain that excessive war 
time renegotiation refunds were an important factor in the Nation's loss of 
this vital machine-tool capacity which was to be so sorely needed and inadequate 
just 5 years later. 

When it became apparent during the war that renegotiation was operating 
so as to weaken the machine-tool industry and impair the national security, 
the matter was promptly brought to the attention of Congress. The Senate 
Finance Committee took it under consideration, and in consequence the Senate 
passed the so-called Walsh amendment to the Renegotiation Act of 1943, which 
would have exempted machine tools completely from renegotiation. This amend- 
ment lost in conference, but it is important in the history of renegotiation as 
showing the existence of a substantial body of opinion in the Congress for 
complete machine-tool exemption even under wartime conditions. 

In 1948 and 1949 when the Congress passed the statutes collectively known 
as the Renegotiation Act of 1948, the machine-tool industry was in the depths 
of its postwar depression, and the actual existence of a saturated market 
demonstrated very forcefully the futility and indeed the danger to the Nation’s 
defense potential of renegotiating machine-tool companies. For these and other 
reasons, the Military Renegotiation Policy and Review Board adopted the “col- 
lateral items” exemption from renegotiation covering machine tools as well as 
cutting tools and other kinds of productive equipment. This exemption provides 
precedent, if any is needed, for the exemption of machine tools in a peacetime 
economy somewhat comparable to the economy of the present. 

The next step in the history of machine-tool renegotiation came with the 
adoption of the partial mandatory exemption contained in section 106 (c) of 
the Renegotiation Act of 1951. In the hearings on this measure, the machine- 
tool industry took the position, consistently maintained since the Walsh amend- 
ment, that it is unfair to renegotiate an industry which, by making products 
which last for years, in effect manufactures itself out of business in war and 
emergency periods. Oposition was nevertheless encountered, and in consequence 
the partial mandatory exemption of section 106 (c) was worked out as a com- 
promise measure. As noted by the Senate Finance Committee which recom- 
mended the exemption, section 106 (c) was based on “an arbitrary assumption 
calculated to work substantial overall justice and at the same time to provide 
a workable rule.” 

Without going into the formula of the partial mandatory exemption or the 
details of the “arbitrary assumption” on which it was based, it soon became 
plain that it worked an arbitrary discrimination between contractors who sold 
directly to the Government or for Government account, and those who sold to 
defense contractors for private account. The first kind of sale was 100 percent 
renegotiable while the second was partially exempt, yet both sales created the 
same ultimate surplus and saturated market. In due course, this deficiency 
in the limited exemption was pointed out to the Congress and eliminated in 
the 1954 amendments to the Renegotiation Act of 1951. 

To summarize the history of machine-tool renegotiation, we thus have (1) 
the confiscatory wartime refunds without any area of exemption which weakened 
the industry and contributed to a reduction in vitally important machine-tool 
capacity; (2) the intial recognition of the problems of the industry in the Walsh 
amendment and in the collateral items exemption under the 1948 act: (3) the 
compromise represented by the partial mandatory exemption in the 1951 act; 
and (4) finally the elimination in the 1954 amendments of the discrimination 


2See 90 Congressional Record 504 (1944); S. Rept. No. 627, 78th Cong., Ist sess., 
pp. 2, 8-9 (1943). 
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and inequity inherent in the compromise. We shall now try to make it clear 
that the next step in the process should be the end of renegotiation, certainly 
for machine tools and other products with a commercial market. 


II. THE BASIC OBJECTIONS TO THE RENEGOTIATION OF MACHINE TOOL SALES 


We shall begin by restating the overall inequity and difficulty in the renegotia- 
tion of machine tool sales whether in a wartime or peacetime economy. 

As has already been suggested, the heart of the problem lies in the feast-or- 
famine characteristics of the machine-tool industry. Even in peacetime, ma- 
chine-tool companies are likely to be “way up or way down.” But the volume of 
emergency production exaggerates the cycle by creating surpluses and satura- 
tion, and in consequence there arises a situation in which it is hard to see how 
machine tool profits can ever be characterized as excessive. The renegotiator, 
however, is likely to look at this volume and conclude that because it gives rise 
to large profits there must be excessive profits. Too often he does not realize 
that these are the profits which would have been earned in an orderly way over a 
longer period if there had been no emergency. These are the profits which must 
tide the machine-tool industry over the lean years of markets saturated with 
Government and civilian surpluses. 

We have already mentioned the industry’s World War II and postwar predica- 
ment. During the war years, orders were received and machines turned out at 
a previously unheard of rate. But unlike the situation of the war profiteer who 
liked his fortuitous volume and at which renegotiation was originally directed, 
the flood of orders was nearly calamitous to many of the small companies mak- 
ing up the industry. These companies saw their production triple and triple 
again, but they knew that the consequent profits represented an anticipation of 
the profits of future years. They knew that these wartime machines would re- 
turn to haunt them. They realized that they were peaking their profits into a 
period of high excess-profits taxes and renegotiation, and most of them tried, 
without success, to set aside funds to meet the requirements of the postwar 
machine-tool depression. Many of them did not have adequate funds left after 
taxes and renegotiation for the deferred engineering and development which was 
so vital to growth—and even survival. 

As already mentioned, more than 50 companies went out of business in the 
postwar period, and in retrospect it is now plain that average machine-tool 
profits from 1940 through 1950 could in no sense be deemed excessive. The diffi- 
culty was that wartime renegotiation looked at the peaks of 1942-45 and not at 
the inevitable valley of 1946-49. In consequence, it worked out very unfairly 
to the individual companies involved. But more important, it led to a reduction 
in vital machine-tool capacity which in turn contributed to the machine-tool 
bottlenecks of the first years of the Korean emergency. These bottlenecks seri- 
ously impeded defense production. 

In renegotiation under the 1951 act, the Renegotiation Board, like the Congress, 
has brought considerabiy more understanding to bear on the industry’s problems. 
The compromise partial exemption to a very considerable extent precluded the 
same arbitrary renegotiation of World War II. In consequence, the inequities 
of World War II renegotiation have been minimized. Moreover, the peaks of 
Korea were not so extreme as those of 1942 and 1943, and as a result the imme- 
diate valley is not so deep. Nevertheless, there is the beginning of a valley for 
the industry at this very moment and a very deep valley already for certain 
areas of the industry. This in itself is a reason why there should be no further 
extension of machine-tool renegotiation. In this valley of reduced sales and 
profits, the traditionally keen competition is keener than ever. The Government 
clearly has no reason for concern about the reasonableness of prices or profits. 
It should be willing to pay the same price as the commercial buyer in this com- 
petitive market. It should not be insisting on special discounts and retroactive 
pricing through the renegotiation process. 

But quite apart from the present valley and the existence of the most stringent 
competition, we believe the committee will wish to keep the principle derived 
originally from the World War II experience constantly in mind. The principle 
is that it is basically unfair to the individual contractor and dangerous to the 
national security to impose annual renegotiation, even in wartime, on important 
defense industries without regard to their basic differences and problems inherent 
in this varying pattern of production and operations. 

Whatever justification may be given for this kind of retroactive price-control 
legislation in wartime, it is clear that in peacetime such price-control legislation 
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cannot be justified, particularly when it has evolved into overall profit control 
administered by subjective judgments under elusive and intangible standards. 
There is considerable evidence, including statements made by Board members 
themselves, that the law is almost impossible of administration no matter how 
conscientiously the Board tries to mete out “rough justice.” 

Even if the scope of the act were limited to new items of military procurement 
which do not have any competitive commercial market, as has been proposed, 
the statute would have to be overhauled to restore it to a pricing measure and 
not a Procrustean bed of overall profit control. 


Ill, MACHINE TOOL BENEGOTIATION IN THE PRESENT ECONOMY 


A. The machine tool industry has little prospect for defense business 


Competitive peacetime conditions now exist in the machine-tool industry, and 
this in itself is a sufficient ground for ending machine tool renegotiation. 

As was the case in World War II, the demand for machine tools came in the 
early stages of the Korean emergency. By the end of 1953, despite a continued 
high level of defense spending, machine-tool sales began to fall off, and in 1954 
they were substantially below the 1953 level. 

At the present time, a relatively small amount of Government money is 
going for machine tools. The factories designed to bring the Air Force to 
the 137-group level have been largely tooled, and the other main Korean 
programs have also progressed to the production stage and beyond. Until 
very recently, the principal current Government machine-tool program was 
that inaugurated under the so-called Vance plan appropriations consisting of 
$100 million for reserve machines in both fiscal 1955 and 1956. These appro- 
priations were very much less than those contemplated by the original Vance 
plan which called for annual appropriations of from $500 million to $800 
Million a year, and it has always been doubtful whether they would maintain 
machine-tool production at healthy levels. Within the last month it has been 
reported that much of these appropriations may be allowed to lapse in the 
interest of the economy drive to balance the budget. 

Meanwhile, as has already been suggested, many machine tool builders, 
particularly manufacturers of standard general-purpose machines of the kind 
used in defense production, are beginning to find their market saturated with 
their Korean production. Surplus sales at bargain prices are regularly advertised 
and held. Competition for orders is stronger than ever and there is no pos- 
sibility of any company’s charging excessive prices or earning excessive profits. 

In brief, the machine-tool industry is down considerably from its Korean 
peak. It is being carried by commercial orders for the special, high produc- 
tion machinery required by the automotive and similar industries. It does 
not have much defense business, and its prospects for such business short of 
full-scale emergency are very dim. It has lost much of its export market 
due to the rehabilitation of the European machine-tool industry largely with 
United States funds. It follows that there is no basis for continued machine- 
tool renegotiation no matter what conclusions might be reached as to the 
necessity’ for renegotiation in an emergency period. 


B. Renegotiation as profit control 


Another reason for ending renegotiation in general, and machine-tool rene- 
gotiation in particular, is to be found in the operation of the present act as 
a profit-control device. 

Renegotiation began as a pricing measure. Its purpose was to provide pro- 
curement officers with a second look at prices which could not be adequately 
considered in the rapid-fire contract negotiations of the post-Pearl Harbor 
period. But as renegotiation has developed, it has become more and more a 
profit-control device and less and less a pricing measure. 

A specific example based on an actual machine-tool case will show how re- 
negotiation operates as a profit-control device. Company X sells a line of ma- 
chine tools for $10,000 each and makes a profit of 25 percent on sales. It can 
and did make a better case under every one of the so-called statutory factors 
than its principal competitor, the Y Co. Y sells a comparable machine for 
$12.000. but because it is less efficient. its profits amount only to about 10 per- 
cent. The way renegotiation is presently operating. company Y would be cleared 
(and as a matter of fact was cleared), but company X would be required to pay 
a refund and was so required in the renegotiable year. Renegotiation thus con- 
trols profits rather than prices. If price rather than profit were the criteria, 
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Y rather than X might have to pay the refund. Generally speaking, it can be 
said on the basis of a survey of machine-tool renegotiation cases, that the lowest 
cost, most efficient builders have been required to pay the largest refunds despite 
the fact that they sold their machines at prices competitive with or even lower 
than those of their competitors who in many instances were cleared. 

It will be evident to anyone that, as a profit-control device, renegotiation drives 
the most efficient, high quality manufacturers away from the Government into 
commercial markets. Conversely, it drags the less efficient marginal operator 
or inferior foreign machines into the Government orbit. There is not the same 
patriotic compulsion to sell to the Government in peacetime, especially when 
the Government insists on being treated as a preferred customer entitled to 
buy machines at prices lower than the experienced buyers in the automobile 
industry and others are willing to pay. In a peacetime economy machine-tool 
companies that can make 20 percent or more on commercial sales can be expected 
to concentrate on those sales rather than on sales to:the Government which 
after the expensive, time-consuming renegotiation process yield smaller profits. 

It is, of course, true that at the present time the Government is enjoying 
along with commercial customers some of the advantages of a buyers’ market. 
But the best companies, those with the highest quality machines, are not affected 
quite so seriously by such slumps, and although renegotiation’s tendency to drive 
the Government toward marginal producers may be more pronounced in other 
industries, it has a considerable effect on machine-tool procurement. 

Actually, the adverse effect of renegotiation on the Gevernment’s buying 
capabilities is in some respects most serious in the machine tool area. This is 
because machine tools form the heart of defense production capacity. To the 


extent that it forces the Government to purchase cheaper machines, renegotiation 
is undermining the national security. 


C. Renegotiation as a pricing measure 


If we take the correct historical point of view and regard renegotiation as a 
pricing measure, it is just as apparent that there is no need for further extensions 
of the act. This is because there are now countless other pricing devices which 
fill the need which originally gave rise to renegotiation. Moreover, procure- 
ment officers have had 14 years’ experience since Pearl Harbor, and they have 
achieved substantial mastery of many of the intricate problems which then 
seemed to require a second look at prices. 

The advances in pricing techniques have been particularly pronounced at the 
prime contract level where the Vance plan buying of machine tools has thus far 
taken place. Contracting officers have been completely unhurried in their opera- 
tions, and there is nothing of urgency in the atmosphere which should necessitate 
a second look at prices. Moreover, and if a second look should ever seem essen- 
tial, there is always the possibility of using price redetermination clauses, 
incentive contracts, and the similar devices provided in part 4, section III of the 
armed services procurement regulation. While the machine tool industry is 
convinced that machine tools should be purchased on a fixed price basis just as 
they are purchased by the most discerning buyers in the commercial market, 
renegotiation is by no means the only answer if situations should arise where 
prices on novel and unusual machines cannot be adequately judged in the pre- 
contract phase. 

At the subcontract level there are also many means for policing subcontract 
prices if there is not an established price in the commercial market. Thus 
subcontract prices are always prime contract costs, and by questioning these 
costs, alert contracting officers can and do put a great deal of pressure on sub- 
eontractors. Actually, in the area of machine tool subcontracts the reasonable- 
ness of price can be readily ascertained by any contracting officer. Then, too, 
there are the very extensive powers of audit conferred by Public Law 93 of the 
83d Congress, 1st session. Although this statute has not often been invoked or 
needed in the machine tool industry, it is available and has been used in other 
industries very effectively to control subcontract prices and profits. 

In summary, there is no justification for the continuation of renegotiation as 
a pricing measure on these commercial products even if there were ways and 
means to prevent its practical operation as a profit control device. This is true 
at the prime contract level where Vance plan buying has thus far taken place, 
and it is equally true at the subcontract level. 


D. Other factors 


In the course of the industrv’s very extensive experience with renegotiation 
since 1942, it has observed a variety of other factors which suggest very strongly 
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that, despite the conscientious efforts of renegotiation officials, renegotiation 
operates arbitrarily and unfairly. Some of the more important of these factors 
are as follows: 

1, Net worth.—At the present time, the Renegotiation Board seems to be 
placing much more emphasis than is proper upon returns on net worth and— 
what is worse and completely unrealistic—returns on net worth before taxes. 
This probably stems from the mistaken emphasis placed on this point in the 
most recent hearings before the Senate committee.” This favors industries that 
rely primarily on bricks and mortar for their earnings, and it penalizes machine | 
tool companies and similar enterprises in which to a very considerable extent 
profits are the result of technical, scientific, and engineering skills. Thus, there 
is already some evidence in Board determinations of a 50 percent ceiling on 
allowable returns on net worth. But many machine tool companies earn more 
than that simply by selling high-quality, skillfully engineered pieces of equip- 
ment at relatively low prices in a highly competitive market. As applied to 
such companies, the use of the net worth factor as a basis for refunds amounts 
to profit control pure and simple. It mistakenly brings the public utility con- 
cept of profit control based on a ready-made market into the area of highly 
competitive industries striving for a share of a market to be created. There is 
no justification whatever for this unimaginative net worth yardstick in the 
historical purposes of renegotiation. This overemphasis tends to drive away 
from Government procurement not only the most efficient, low-cost producers 
but also the companies with the best engineering, development, and know-how 
which is so vitally needed in creating new defense products. 

We are informed that the National Security Industrial Association is about 
to file with the Board a statement of the arbitrary character of the present em- 
phasis on returns on net worth. The machine tool industry endorses the views 
expressed in that study, and points out that because of the importance of engi- 
neering in machine tool manufacture, returns on net worth of machine tool cor- 
panies are peculiarly misleading standards for comparison in renegotiation and 
elsewhere. 

2. Uncertainty.—Many machine tool companies have not settled their 1952 
and 1953 cases although 1955 is almost at an end. They are still waiting in 
1955 to find out what the Government thinks the price should have been on a 
machine sold in 1951 or 1952. They still do not know either the price or the 
profit. The consequence is complete uncertainty as to their financial status. 
This in turn has a restrictive effect upon a company’s operations and in some 
instances even its credit. It adversely affects the market value and the mar- 
ketability of corporate stock, and unduly postpones the modernization and ex- 
pansion of physical plant and the engineering and development of new products 
which a company would otherwise undertake. It is a serious brake on indus- 
trial growth and expansion so necessary to increase the national income to pro- 
vide an adequate base for taxation to meet defense expenditures. 

3. Time and expense.—Even when it is not protracted and results in a clean 
bill of health, renegotiation takes much too much of the time of both top manage- 
ment and other financial personnel. The time and effort required could much 
better be spent in productive activities, including activities connected with defense 
production. There are a number of instances in this industry, particularly in 
the case of small companies, where the expense of preparing and presenting 
renegotiation data exceeded the amount of the refund. When the expense to 
the Government is added to this, there is further support for the figures which 
have been submitted to the committee that the Government realized little or 
nothing net from the renegotiation process. 

4. Accounting —In many cases, renegotiation denegerates into an accounting 
exercise. Regional board accountants demand explanations and suggest adjust- 
ments in areas where there could be absolutely no effect upon the ultimate 
determination. Moreover, they often insist upon an extension of companies’ 
cost systems into areas for which they were never designed and in which their 
application involves plain distortion. Under the broad authority of the act 
they have, in effect, a license to make a complete audit of every company in 
the country which has even a few dollars of renegotiable business. It is 
doubtful if Congress realizes the full implication of this authority. These 
demands and inquiries put smaller companies particularly at a disadvantage 
because of their simpler accounting systems. 


3 Hearings on H. R. 4904 before the Committee on Finance, U. 8S. Senate, 84th Cong., 
ist sess., committee print. 
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5. Standard commercial article eremption.—It seems clear that this exemption 
has been practically emasculated by administrative interpretation. But in 
fairness to the Board it must be said that the language of the statute invited 
this result. The statutory test of “competitive conditions” as interpreted by 
the Board in-effect imposed upon the Board the impossible burden of probing 
the areas of the antitrust laws without the time or staff to gather the evidence 
necessary to an informed judgment. The result is that they resolved the question 


- Within the time limit allowed and carved out a substantial area of the exemption. 


The exemption has been denied to companies in this industry on standard 
commercial products in areas of the most intense competition where the Govern- 
oe oe complete protection on prices established in the competitive commercial 
market. 

CONCLUSION 


Renegotiation was born in the first 4 months of a great national crisis, and 
even before the war ended, many believed that it had gone too far as Government 
by men and not law. Today we are not at war and we are poles removed from 
the atmosphere and the competitive situation that existed in early 1942. Under 
present conditions there is no justification for any kind of renegotiation. To 
decide otherwise would mean a precedent which could establish renegotia- 
tion—overall profit control—on the statute books in perpetuity. Even if the 
renegotiation law fitted into our traditional American pattern and were possible 
of fair administration, it simply is not needed today. 

Respectfully, 
JOEL BARLOW, 
Counsel for National Machine Tool Builders’ Association 
and American Machine Tool Distributors’ Association. 


APPENDIX 9 


UNITED STATES SENATE, 
SELEcT COMMITTEE ON SMALL BUSINESS, 
December 12, 1955. 
Hon. DupLey C. SHARP, 
Assistant Secretary of the Air Force (Materiel), 
The Pentagon Building, Washington, D.C. 

My Dear Mr. Secretary: As you are aware, the Senate Small Business Com- 
mittee has long been interested in the soundness of the machine-tool industry. 
The vitality of this industry reflects not only upon our ability to produce for 
defense in a future emergency, but upon the health of our small-business com- 
munity as well. For those reasons, I would appreciate full information as to the 
current status of the Department of the Air Force programs and planning as 
they relate to the machine-tool industry. 

I would appreciate a current status report as to the Department of Air Force 
eontributions to the inventory of Government-owned machine tools. A report 
as to the status of Air Force mobilization plans in this vital area is also desired. 
I would be interested in a breakdown of the current inventory of Air Force 
controlled tools as between those in active use, by leasing or otherwise, and idle 
in stockpile. Further, what is the status of Air Force thinking concerning the 
procurement of long-lead-time machine tools. 

Would you please provide information as to the degree of obsolescence of Air 
Foree machine-tool holdings. Your opinions as to the desirability of instituting a 
replacement program to insure that machine tools and related resources are kept 
in a relatively modern condition would be helpful. I understand that technolog- 
ical advances in the last few years have resulted in machine tools with an 
efficiency level vastly greater than World War II models. Is it possible that 
a realistic replacement program could achieve operating economies sufficient 
to be self-supporting while at the same time increasing our productive capacity 
in a future emergency? 

There is no disposition to limit your reply to the above question as I am 
anxious to get the fullest possible expression of your views on this subject. 
Our experience during World War II, and later in Korea, clearly showed that 
a shortage of machine tools and deficiencies in mobilization planning were a 
deterrent to our defense production. Briefly, what I am now seeking to ascer- 
tain is where we now stand as to: (1) the sufficiency of our current machine-tool 





MACHINE-TOOL PROGRAM 185 


inventory, (2) the adequacy of mobilization plans to utilize these tools in a fu- 
ture emergency, and (3) the desirability of instituting a replacement program 
to maintain the vigor of this asset. 

In order that this information may be fully collated for the benefit of com- 
mittee members, a reply by December 28 is required. 

With kindest personal regards. 


Sincerely yours, 
JOHN SPARKMAN, Chairman. 


APPENDIX 9 (a) 


DEPARTMENT OF THE AIR Force, 
OFFICE OF THE SECRETARY, 
Washington, D. C., January 13, 1956. 
Hon. JOHN SPARKMAN, 
Chairman, Select Committee on Small Business, 
United States Senate. 


DeaR Mr. CHAIRMAN: In your letter dated December 12, 1955, you have 
requested a report concerning the current status of the Air Force machine-tool 
program. 

The Department of the Air Force very recently adopted an industrial pro- 
duction readiness policy designed to create industrial readiness as an integral 
part of our active production base. This new policy is based on the premise 
that, for the first time in modern history, our Nation is faced with a continu- 
ing potential threat of devastating destruction at the onset of general war. 
Thus, the possibility of a full-scale war of attrition with a prolonged munitions 
production buildup is minimized, if not eliminated. The decisive phase of a 
full-scale war will be relatively short and assets for its conduct must be in 
hand or available over a minimum period. Conversely, it is probable that 
lesser acute emergency situations, without domestic industrial damage, will 
arise which require accelerated production of some selected munitions. 

To make this policy into a meaningful program requires that production 
sources have proper equipment to meet current schedules and selected sources 
have capacity which, through the addition of material and manpower, will 
permit accelerated production. As the initial step, the Air Force reoriented 
its portion of the reserve tool and facilities program from the buy-and-store 
objective to one of buy and use. Full benefit was taken of the effort expended 
on and accomplishments of the former program in implementing the latter 
program, in that essentially the same tools, incorporating the latest techno- 
logical advancements, were procured. As these tools are delivered, they will 
be placed in active production to meet existing requirements and to replace 
obsolete tools and those worn beyond economical repair. Subsequent phases 
of this program will (a@) procure more tools over a broader range, and (bd) 
utilize for the same purposes those tools from the Air Force inactive reserve 
which are suitable. 

The Air Force industrial equipment inventory combines machine tools and 
related production equipment and totals approximately 145,000 items of value 
in excess of $500 each. Of this number, approximately 87,000 are machine 
tools, with approximately 24,000 being in idle storage. These are approximate 
figures and subject to change. Forty thousand machine tools, including active 
and inactive, are 10 or more years old with varying degrees of obsolescence. 
Under the terms of the readiness policy, time will not permit movement of 
tools from idle storage to active production, nor procurement of new tools 
for post attack production. Likewise, to be effective in a lesser emergency, 
qualified capacity must be available in an operating production line. Obsolete 
and ineffective tools are costly to operate. The Air Force feels that, where 
operating economics so indicate, these tools should be replaced. 

The necessity for an effective machine-tool industry is well appreciated. 
Under the current modernization and replacement program the Air Force is 
procuring approximately 697 machine tools at a cost of approximately $69 
million. It is felt that implementation of the Air Force readiness policy, 
insofar as machine tools are concerned, together with programed facility 
expansions and normal commercial machine-tool business, will be instrumental 
in maintaining an aggressive, effective machine-tool industry. Implementation 
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of this policy will better equip the Air Force to secure its production require- 
ments. 
The foregoing is in accordance with the policy recently announced by the 
Department of Defense. 
Sincerely yours, 
DupDLEY C. SHARP, 
Assistant Secretary of the Air Force. 


APPENDIX 10 


UNITED STATES SENATE, 
SELECT COMMITTEE ON SMALL BUSINESS, 


December 12, 1955. 
Hon. RAYMOND H. FOGLER, 


Assistant Secretary of the Navy (Material), 
Main Navy Building, Washington 25, D.C. 


My Dear Mr. SECRETARY: AS you are aware, the Senate Small Business Com- 
mittee has long been interested in the soundness of the machine-tool industry. 
The vitality of this industry reflects not only upon our ability to produce for 
defense in a future emergency, but upon the health of our small-business com- 
munity as well. For those reasons, I would appreciate full information as to 
the current status of the Department of the Navy programs and planning as they 
erlate to the machine-tool industry. 

I would appreciate a current status report as to Department of Navy contribu- 
tions to the inventory of Government-owned machine tools. A report as to the 
status of Navy mobilization plans in this vital area is also desired. I would 
be interested in a breakdown of the current inventory of Navy-controlled tools 
as between those in active use, by leasing or otherwise, and idle in stockpile. 
Further, what is the status of Navy thinking concerning the procurement of 
long-lead-time machine tools. 

Would you please provide information as to the degree of obsolescence of 
Navy machine-tool holdings. Your opinions as to the desirability of instituting 
a replacement program to insure that machine tools and related resources are kept 
in a relatively modern condition would be helpful. I understand that technologi- 
eal advances in the last few years have resulted in the machine tools with an 
efficiency level vastly greater than World War II models. Is it possible that a 
realistic replacement program could achieve operating economies sufficient to be 
self-supporting while at the same time increasing our productive capacity in a 
future emergency ? 

There is no disposition to limit your reply to the above questions as I am 
anxious to get the fullest possible expression of your views on this subject. 
Our experience during World War II, and later in Korea, clearly showed that a 
shortage of machine tools and deficiencies in mobilization planning were a 
deterrent to our defense production. Briefly, what I am now seeking to ascertain 
is where we now stand as to: (1) The sufficiency of our current machine-tool 
inventory; (2) the adequacy of mobilization plans to utilize these tools in a 
future emergency; and (3) the desirability of instituting a replacement program 
to maintain the vigor of this asset. 

In order that this information may be fully collated for the benefit of com- 
mittee members, a reply by December 28 is required. 

With kindest personal regards. 

Sincerely yours, 


JOHN SPARKMAN, Chairman. 


APPENDIX 10 (a) 


DEPARTMENT OF THE NAvy, 
OFFICE OF THE SECRETARY, 
Washington, January 6, 1956. 


Hon. JoHN SPARKMAN, 
Chairman, Select Committee on Small Business, 
United States Senate, Washington 25, D.C. 


My Dear SENATOR SPARKMAN: For many years the Navy has been keenly 
aware of the importance of machine tools for defense programs. Accordingly, 
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we were very happy to receive the expression of interest contained in your letter 
of December 12. 


In this reply, your specific questions appear as numbered paragraph head- 
ings, with our specific replies immediately thereafter. Our more general com- 
ments on policy matters then follow. 


1. Current status of Navy-owned machine tools: 











Items Value 












In use. i s ce : 138, 300 $835, 000, 000 
Pet es hee 2. ae : ss 17. 200 154, 000, 000 





a area oe 3 155, 500 991, 000, 000 






































The Navy owns approximately 495,000 items of production equipment with an 
original acquisition cost of about $2 billion. As the table indicates, machine tools 
comprise about one-third of these items by number and one-half by value. 

Whenever possible, this production equipment is maintained in the plants 
in which it is presently located, provided the plant is expected to be used for 
mobilization production. When this is not practicable, equipment is stored 
close to the planned usage point. When neither of these two alternates is 
possible, the equipment is stored at Government-owned warehouses. Keeping 
these reserve tools and facilities ready for use of course generates continuing 
maintenance costs. 


2. Status of Navy mobilization plans for machine tools 


So far as available resources permit, the Navy endeavors to have, for each 
significant end item, complete mobilization plans constantly ready for any emer- 
gency. Among many other elements, such plans include the earmarking of 
many of the idle tools just listed, in the form of package plants ready for 
specific production programs in the event of mobilization. 


3. Status of Navy thinking concerning procurement of long-lead-time machine 


tools 

We are continually conscious of our needs for such tools and of the clear 
desirability for acquiring them prior to any mobilization. Unless we do so, 
we will not have the productive capacity we expect to need if war should come. 
Peacetime procurement of properly selected long-lead-time machine tools allows 
direct reduction in material inventories required for mobilization readiness. 
Thereby we get better readiness for lower cost. This philosophy is expressed 
in a current machine-tool press release by the Department of Defense which 
describes its new policy “designed to permit the procurement of long-lead-time 
machine tools, prevent obsolesence and achieve flexibility in the use of reserve 
tools,’ and “to insure the maintenance of an up-to-date, modern inventory of 
reserve tools.” 











4. Information as to the degree of obsolescence of Navy machine tool holdings 


Approximately 60 percent of our current inventory of machine tools was built 
during World War II or earlier; this fact is, of course, of major concern to us. 
American Machinist magazine, in its issue for mid-November 1953, stated that 
its midcentury inventory showed 95 percent of the 1,762,000 machine tools used 
in metalworking were more than 10 years old—and in a tabulation showed that 
the lack of modern improved machine tools in American industry wastes direct 
labor worth a billion dollars a year. Thus apparently the Navy’s situation is 
reasonably comparable with that of American industry generally. 

The degree of improvement varies very markedly among machine-tool types. 
Hence, age alone does not justify the replacement of tools. Many of our old 
special-purpose tools are still able to satisfy the limited specialized use for which 
they are needed. 

Any realistic mobilization reserve tool program must allow for obsolescence 
due both to changes in methods of production and to the development of improved 
weapons which require different tools. Reserve tools for which there is no 
longer a need are being disposed of, and, under current policies of the Depart- 
ment of Defense, new tools may be procured to produce efficiently the most 
recently developed military items. 
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5. Our opinion as to the desirability of instituting a replacement program to 
insure that machine tools and related resources are kept im a relatively 
modern condition 


For some time we have been concerned because of the adverse effect that tool 
obsolescence is having on the costs and delivery schedules of our current produc- 
tive effort, and will have on any all-out mobilization efforts. The highly pro- 
ductive machine tools displayed at the Machine Tool Show at Chicago in Sep- 
tember 1955 confirmed our view that a systematic tool replacement program is 
most desirable. This matter is further discussed below. 


6. le it possible that a realistic replacement program could achieve operating 
economies sufficient to be self-supporting while at the same time increasing 
our productive capacity in a future emergency? 

‘The magnitude of the Navy holdings of machine tools has dictated a judicious 
approach to a replacement program. A sampling of 5,000 machine tools used by 
the Navy Bureau of Ships indicated that most of these tools are from 11 to 15 
years old, and that at current operating levels, it is economically sound to 
replace many of these tools now. In this study, we used the replacement formula 
of the Machinery and Allied Products Institute, modified for our specific needs. 
In using the formula, two modes of operation had to be considered: (a) Current 
peacetime operation, in which dollar economy is the governing factor, and (b) 
production following mobilization, in which economy of time and skilled man- 
power are the governing factors. 

We feel very strongly the importance of an enlightened and aggressive policy 
directed toward the modernization and replacement of machine tools and facili- 
ties in our Shore Establishment. Replacement of obsolete equipment in the 
past has been minimal, with only limited funds earmarked therefor. In the 
future the Navy desires to follow the course used successfully by industry in 
recent years, whereby obsolete equipment is replaced on a continuing basis. 
Such a program would aid in modernizing our military production facilities. 
Other parts of the Department of Defense and other Federal agencies have 
unofficially expressed interest in this sort of replacement program. We believe 
that this is covered by the newly announced machine tool policy of the Depart- 
ment of Defense. 

Your suggestion that we provide additional comments prompts us to offer 
the following more general statements. 

The rapid increase of highly specialized, single-purpose tooling has greatly 
reduced the possibility of converting existing tools to military production. In 
contrast to World War II, during which a substantial fraction of all machine 
tools used for the manufacture of automobiles was converted to war production, 
it is now estimated that a much lower proportion of the tools used for automo- 
bile manufacture could be so converted. 

In World War II and the Korean war, the provision of the necessary 
machine tools proved to be one of the biggest bottlenecks, and one of the last to 
be corrected. Generally speaking, we increase our ability to defend ourselves 
as we broaden and diversify our national complement of production equipment. 
Inasmuch as some tool types are more essential than others in making muni- 
tions, it is particularly important that we have adequate numbers of certain 
types of tools. Fortunately it is possible to predict with reasonable accuracy 
those types of machine tools and other production equipment for which the 
need would be greatest in event of war. 

The Navy believes in buying, in advance, to the maximum extent practicable, 
the production equipment needed to provide flexibility, productive capacity and 
lead time. It is of course extremely difficult to set a specific figure for this. 
We expect vigorously to pursue this objective under the new defense policy 
quoted above. 

It is sometimes argued that a future war will begin with enemy attack so 
catastrophic as to eliminate the possibility of using such equipment. The Navy 
has great reservations with respect to this reasoning. It overlooks the fact 
that properly selected machine tools represent the best provision for national 
recuperation in such an event. Also, it presupposes that we will as a nation 
fail to provide the means to minimize or ward off such an enemy attack. 

Hence, as noted above, the Navy believes that advance provision of carefully 
selected tools in such quantities as may be feasible is clearly in the national 
interest, and is happy that the new defense policy permits that course of action. 

As I have already indicated, the Navy heartily welcomes your expression of 
interest and concern in this subject, which is of such vital importance for 
national defense. 








MACHINE-TOOL PROGRAM 189 


I hope that the information supplied above will satisfy your requirements. 
If it does not, please do not hesitate to call on me for any further information 
need, 

Sincerely yours, 
R. H. Footer, 
Assistant Secretary of the Navy ( Material). 


APPENDIX 11 


AMERICAN MACHINE Toor DistrRinutoRs’ ASSOCIATION, 
Philadelphia, Pa., February 21, 1956. 
Hon. Epwarp J. Tuye, 
Chairman, Subcommittee on Relations of Business With Government, 
Select Committee on Small Business, 
United States Senate, Washington, D. C. 


DeAR SENATOR Tuye: After testifying on February 8, 1956, during your com- 
mittee’s hearings on machine tools, I learned about an Army proposal for legis- 
lation which I should like to bring to your attention. The proposal is for an 
amendment to section 405 of the National Security Act so as to provide, in the 
language of the proposal, for “depreciation of machinery and equipment in con- 
nection with working capital funds.” In other words, as I understand it the 
proposal contemplates the creation of a working capital fund, comparable to 
those already authorized under section 405, for the financing of machinery re- 
placement programs by way of depreciation charges. 

Since I do not have the details of the Army proposal, I cannot comment upon 
it fully, but I should like to say that legislation of this general character would 
provide the much needed continuing funding. In the absence of such legisla- 
tion, the Government has been forced to rely on the regular annual budgeting 
and appropriations processes for its capital replacements, and this is one of the 
principal reasons why machine-tool modernization programs have been given 
desultory and uneven treatment over the years. In the industry view, the Gov- 
ernment should be able to provide for modernization by way of depreciation 
reserves and regular capital replacement funds in a manner similar to the practice 
of private industry, and we feel that specific legislative authority along the lines 
of the Army proposal should be provided. 

Respectfully, 
JAMES ©. KELLEY, General Manager. 


APPENDIX 12 
PRICE ESCALATION IN MACHINE-TOOL PROCUREMENT 


(Joint statement by Louis Polk, president, National Machine Tool Builders’ 
Association, and Henry R. Hanson, president, American Machine Tool Dis- 
tributors’ Association, March 13, 1956) 


SUMMARY 


The Air Force has recently adopted a substantial deviation from ASPR 7-—106.4 
which prescribes an escalation clause for use in the procurement of semistandard 
supplies. Under the prescribed clause, the contract price may be escalated to 
the level of the contractor’s regular established list prices if the contracting offi- 
cer agrees to accept the escalation, but under the Air Force deviation the price 
increase muS&t also be “directly attributable” to increases in labor and material 
costs. The effect is to change the prescribed price-type escalation clause into a 
cost-type clause of the kind that caused controversy and delay during the Korean 
machine tool shortages. 

In view of the Korean experience with cost-type escalation clauses in machine- 
tool procurement, the machine-tool industry believes that the armed services 
procurement regulation should be amended so as to provide plainly that there 
ean be no deviation from the prescribed clauses in machine-tool procurement. 
In addition, the industry strongly advocates the following: 

First. ASPR 7-106.3 and 7-106.4 should be amended so as to make it plain 
that the semistandard supplies clause rather than the standard supplies clause 
should be used in machine-tool procurement. 
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Second. ASPR 7-106.4 should be amended so as to remove the 10-percent ceiling 
on escalation and provide for the negotiation of ceilings on a case-by-case basis. 

Third. ASPR 7-106.4 should also be amended so as to remove the prohibition 
on the use of the perscribed clause in contracts providing for deliveries in less 
than 6 months. 

Fourth. Consideration should also be given to the development of a special 
escalation clause for use in the procurement of long-lead-time productive equip- 
ment in periods of emergency. 

The industry feels very strongly that in the absence of these amendments or 
the promulgation of a special emergency escalation clause, controversies over 
escalation would seriously impede machine-tool procurement in any new emer- 
gency. Similar controversies contributed very considerably to the machine- 
tool bottleneck of 1951 and 1952, and it would appear that both government and 
industry should attempt to profit from the Korean experience. 


THE KOREAN EXPERIENCE 


At the beginning of the Korean emergency, the Armed Services Procurement 
Regultaion did not deal with price escalation. The regulations of the three 
services were either silent on the subject or very incomplete, and so escalation 
had to be negotiated in machine-tool procurement almost on a case-by-case basis. 

Meanwhile, it became apparent by early 1951 that machine-tool builders had 
to have price escalation clauses in their defense contracts. For one thing, de- 
liveries on most orders could not be made for many months, and labor and 
material costs were rising in an inflationary spiral. Meanwhile, machine-tool 
builders were expending large sums for overtime, subcontracting, and duplicate 
tooling. Since these costs were not reflected in the initial price ceilings on 
machine tools, the ceilings were completely unrealistic, and a general price in- 
crease was in prospect. Machine-tool builders needed escalation clauses both 
to protect them against the spiral and to permit them to make ngcessary revi- 
sions up to price ceilings, and in August of 1951 the ceilings were actually raised 
by the Office of Price Stabilization after very complete proof of the necessity 
for an increase. 

In this situation, the necessity for case-by-case negotiation of escalation clauses 
held up many machine-tool contracts for days or even weeks. And in these nego- 
tiations, the controversies followed a pattern in which two problems emerged as 
particularly significant. 

First, there was the controversy relating to price-type and cost-type escalation 
clauses. Some procurement activities insisted on clauses which keyed the 
escalated price directly to increases in labor and material costs. But this type 
of clause necessarily leads to audits of detailed cost data which are both un- 
necessary and impracticable in the procurement of commercial articles like 
machine tools. Machine tools are ordinarily manufactured in lots; they are 
made up of literally hundreds of parts and subassemblies each of which may 
have been made up in a different lot quantity over a number of different manu- 
facturing periods. It is virtually impossible to trace the so-called actual cost 
and to determine the amount of increase over a previous period. For these 
reasons and since most machine tools are customarily sold on the basis of estab- 
lished list prices which are the same for all customers, the machine-tool indus- 
try insisted in most cases upon the use of price-type escalation clauses instead 
of those of the cost type, and, in the end, most procurement activities agreed 
with the industry position. Cost-type clauses were used only in the procurement 
of custom-built special machinery and heavy presses which are not customarily 
sold on list prices. 

Price-type escalation clauses ordinarily permit escalation up to the list price 
established for customers generally, but they contain an escape provision which 
permits the contracting officer to reject the escalated price if he deems it ex- 
cessive. In the early stages of Korea, a price-type clause known as Able pro- 
vided that in the case of a rejection, the contract would be terminated without 
cost to the Government. But the consequence of the provision for a no-cost 
termination was to throw the risk of nonmarketability at termination upon the 
seller, and for reasons more fully discussed below, the machine-tool industry was 
unwilling to accept this risk. After protracted negotiations and delays, most 
procurement activities accepted the industry position, and by the end of Korea, 
most machine tools were being bought on contracts containing g clause known 
as Able Modified. This was a price-type clause which provided for termination 
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for the convenience of the Government under ASPR VIII whenever the contract- 
ing officer decided to reject the escalated price. 

There were other controversies over escalation during the Korean emergency, 
and Able Modified was not a perfect clause. Nevertheless, both government 
and industry had learned to live with it, and by letters dated October 21, 19538, 
December 1, 1953, and August 3, 1954, the machine-tool industry suggested to 
the Defense Department that Able Modified should be written into the Armed 
Services Procurement Regulation as standard for machine tool procurement. 
This, unfortunately, was never done, and the present practices and regulations 
represent in many respects a retrogression to the pre-Korean situation. 


THE REAPPEARANCE OF COST-TYPE ESCALATION CLAUSES 


On April 27, 1955, the Armed Services Procurement Regulation was amended 
by the addition of the standard escalation clauses contained in section 7-106. 
The new section contains price-type escalation clauses for use in contracts for 
standard and semistandard supplies, and the machine-tool industry at once 
assumed that these clauses would be used without deviation in the procurement 
of machine tools that are customarily sold on a list-price basis. 

As a practical matter, ASPR 7-106 was not tested until December of 1955 
because in this period machine-tool builders did not generally ask for price 
escalation. But in the Air Force procurement of the very long lead-time ma- 
chine tools which took place at Wright Field in late 1955, escalation clauses were 
requested. In the ensuing negotiations, the Air Force apparently agreed that 
the machines in question were semistandard supplies, for it proposed the escala- 
tion clause for such supplies provided by ASPR 7-106.4. But it deviated from 
section 7—106.4 by inserting the following subparagraph : 

“Any increase in unit price shall be made only (A) if, after the date of this 
Contract, there is an increase in the Contractor’s average direct or indirect 
labor rates and/or the cost of materials, including purchased parts, and (B) 
if such increase in unit price is directly attributable to such increase in average 
labor rates and/or increase in cost of materials.” 

It will be apparent that by adding the above provisions, the Air Force has 
changed an ASPR price-type escalation clause into a cost-type clause of the 
kind which raised extreme controversy during 1951 and 1952. Moreover, the 
revised clause would not be acceptable to most of the industry in an emergency, 
and it was actually accepted by the contractors involved in the long-lead-time 
program only because of extreme Air Force pressure, the size of the procure- 
ments relative to the existing machine-tool market, and the absence of a real 
inflationary spiral. During an emergency, it would be acceptable, if at all, 
only to manufacturers of special machinery which is not sold on a list-price 
basis. 

There are many reasons why the revised clause would not be acceptable in 
times of emergency, but it is sufficient for present purposes to point out that 
most machine-tool prices, and price increases, are not calculated solely on the 
basis of labor and material costs. Nor are price ceilings in times of emer- 
gency. Many other factors are involved, and experience has shown that un- 
necessary and burdensome audits are the main consequence of any attempt to 
key escalation to particular cost increases. Moreover, the Government does 
not need a cost-type clause for its protection. It is fully protected by the right 
to reject the escalated price and insist upon a termination for convenience 
which ASPR 7-106.4 vests in the contracting officer, and in times of emergency 
it will have the further protection of price ceilings. 

It is believed that the machine-tool industry’s objections to cost-type escala- 
tion clauses are shared by every industry which sells its products on a list- 
price basis, and this, as we conceive it, is the reason why the Armed Services 
Procurement Regulation prescribed price-type escalation clauses for standard 
and semistandard supplies. The Air Force revision of the escalation clause for 
semistandard supplies thus appears to be an unauthorized deviation from ASPR 
7-106, and if the language of section 7-106 can be construed to authorize this 
particular deviation, we believe it should be altered so as to prevent future de- 
viations. Otherwise, procurement activities will be free to insist on the em- 
ployment of cost-type escalation clauses in the procurement of articles cus- 
tomarily sold on list prices, and in the event of another emergency, contro- 
versies of the Korean type would inevitably impede machine-tool procurement. 
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Actually, the Air Force revision of an ASPR escalation clause presents a 
prime example of the confusion in machine-tool procurement mentioned in our 
memorandum of October 21, 1953, for the General Counsel of the Department of 
Defense. In that memorandum, we stressed the number of different contract 
clauses that were used in machine-tool procurement, and we suggested both 
that there should be standard clauses on all important subjects at the ASPR 
level and that there should be no lower-echelon deviations from those clauses. 
In the light of its history, price escalation in machine-tool procurement would 
appear to be a subject which should be covered in the ASPR, and deviations 
should not be permitted. 


OTHER PROPOSED REVISIONS IN ASPR 7-106 


The machine-tool industry believes that whenever price escalation is appro- 
priate, the semistandard supplies clause of ASPR 7—106.4 can be employed in the 
procurement of machine tools customarily sold on a list-price basis. This clause 
contains the substance of Able Modified of the Korean period, and the variations 
represent clarifications and the elimination of certain plain defects. 

The industry feels, however, that the regulations relating to the use of the 
semistandard supplies clause need some modification. For one thing, they 
should be amended so as to prevent a repetition of the Air Force deviation 
already discussed. In addition, there are the questions raised by the relation- 
ship between the semistandard supplies clause and the standard supplies clause 
of ASPR 7-106.3; the 10 percent ceiling on escalation; and the provision which 
makes the propriety of escalation depend upon the delivery schedules set up 
in the contract. 

These questions were first mentioned in a letter dated December 1, 1953, from 
the machine-tool industry to the ASPR Committee commenting on the clauses 
which afterward were promulgated in ASPR 7-106.3 and 7-106.4. On June 
10, 1954, they were discussed at a meeting at which Mr. Warren Webster 
presided. On August 2, 1954, they were covered along with other subjects in 
a memorandum from the industry to the Defense Department. A year later, 
they were raised once more in a letter dated August 10, 1955, from Mr. Everett 
Hicks to Mr. Webster. Then on October 5, 1955, Mr. Webster wrote Mr. Hicks 
and supplied him with the comments of his staff. 

In view of this history, we shall now discuss the proposed revisions of 
ASPR 7-106 in relation to the staff comments contained in Mr. Webster’s 
letter of October 5, 1955. 


TERMINATION (ABLE VERSUS ABLE MODIFIED) 


The standard supplies escalation clause contained in section 7-106.3 of ASPR 
provides for a no-cost termination in the situation in which the contracting 
officer finds the escalated price unacceptable. But the semistandard supplies 
clause of ASPR 7-106.4 provides for termination for convenience under ASPR 
VIII in this situation. The clauses thus correspond in this regard to clauses 
Able and Able Modified of the Korean emergency, and the question which con- 
cerns the machine-tool industry is whether machine tools qualify as standard or 
semistandard supplies. 

As we read the staff comment contained in Mr. Webster’s letter of October 5, 
1955, it does not precisely meet this question. The comment to which we refer 
is as follows: 

“Mr. Hicks’ last points turn on the desire of his industry for ‘termination 
for convenience’ treatment when escalated prices make procurement of the 
machines not desirable. We have philosophically taken the position that escala- 
tion arises at the fault of neither the contractor nor the Government as a con- 
tracting party. Therefore, if the item is a military item, we recognize the fact, 
and provide for ‘convenience’ termination. If the item is ‘standard’ or ‘com- 
mercial,’ we look to industry to market his standard item to another customer. 
We believe that this is theoretically sound.” 

This comment suggests that the question whether machine tools are standard 
or semistandard supplies must be decided on a case-by-case basis in the negotia- 
tion of individual machine-tool contracts. But, as demonstrated during Korea, 
few, if any, machine-tool builders .will feel in any new emergency that they can 
accept the standard supplies clause, which as regards the termination provi- 
sions is merely old clause Able. The reasons for this position are basic in the 
characteristics of machine tools and the machine-tool market. 
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The principal reason why machine-tool builders feel that they cannot accept 
clause Able or the present standard supplies clause is that such clauses impose 
far too great a risk of nonmarketability on the contractor in the event of a 
termination. The staff comment assumes in this connection that standard 
supplies (and perhaps standard, general-purpose machine tools) can be easily 
disposed of in the event of termination. But this assumption is completely 
false as applied to the machine-tool industry. The machine-tool market is 
notorious for its peaks and valleys, and no one knows at the beginning of an 
emergency just when the production industries will be tooled and the machine- 
tool market will fall off. It follows that manufacturers of standard, general- 
purpose machines may very well find themselves in need of escalation in the 
middle of the inflation of an emergency, but at the same time they may be 
faced with a sag in the market for their machines. This is the situation in 
which a contracting officer is most likely to refuse to pay the escalated price and 
if he does, the contractor will be caught without a market. His problem of 
course will be greatly aggravated if the contract is larger than most commercial 
contracts. Cases can be readily recalled in which a machine-tool builder would 
suddenly find himself in the middle of an emergency with several months of 
production on his hands but with no market of any kind, commercial or defense. 

A second reason for the machine-tool industry’s position on clause Able and 
the standard supplies clause is to be found in the absence of any basis for 
a distinction between standard and semistandard machine tools. There are 
very few machine tools which are standard in the sense that one model will 
meet the requirements of a large segment of the metalworking industries. 
Almost all standard machines have special tooling or other special design features 
to meet the requirements of particular customers and, upon termination, the 
manufacturer of most standard machines will inevitably incur at a minimum 
the cost of retooling the machine for use by another customer. 

Actually and quite apart from the characterisics of machine tools and the 
machine-tool market, clause Able would appear to involve a very basic unfair- 
ness by imposing the risk of nonmarketability on a contractor in situations where 
he is not at fault. This unfairness becomes especially plain when one considers 
the fact that under ASPR VIII, finished articles and inventories covered by 
a terminated contract must in any event be applied against existing orders. 
In other words, the Government is amply protected in the situation where there 
is a market upon termination and, when this is the case, there is not much 
difference between Able and Able Modified. But when there is no market, Able 
inflicts a substantial loss on the contractor though he is in no way at fault. 
This seems to the industry a penalty for the penalty’s sake. 

As has already been mentioned, the controversy over Able versus Able Modified 
was one of the most serious of the procurement controversies of the Korean 
emergency. It obviously should not be revived in any new emergency. It never- 
theless is almost certain to reappear unless sections 7—106.3 and 7-106.4 of ASPR 
are revised to make it plain that all machine tools qualify as semistandard 
supplies. 


The 10-percent ceiling 


As promulgated on April 27, 1955, section 7-106.4 of the Armed Services Pro- 
curement Regulation contains a 10-percent price ceiling on escalation. The 
machine-tool industry maintains, however, that ceilings should be negotiated on 
a contract-by-contract basis and that in many cases a 10-percent ceiling will be too 
low. This point was made in Mr. Hicks’ letter of August 10, 1955, and the staff 
comment in Mr. Webster’s letter of October 5, 1955, is as follows: 

“The 10-percent ceiling is written in light of the present economic situation. 
If the situation develops as expected by Mr. Hicks, we must and will adjust this 
ceiling in keeping with the revised situation.” 

The difficulty here is that we are not concerned with the “present economic 
situation.” The problem is to provide a regulation that will work under emer- 
gency conditions similar to those which bottlenecked machine-tool procurement 
in the first days of World War II and the Korean emergency. The industry 
appreciates the good intentions of the staff, and it has no doubt that the ASPR 
committee would review the escalation ceiling in the event of a new emergency. 
Experience nevertheless shows that the ASPR procedures are time-consuming, 
and in the press of the hundreds of other priority projects that are likely to 
arise in the first months of any new emergency, it might very well take a very 
long time to revise any given section of ASPR. If this were to be the case, 
machine-tool procurement would be correspondingly delayed because, in the light 
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of the Korean experience, no machine-tool builder would be in a position to 
accept a 10-percent ceiling on escalation. 

As the industry views the situation, the difficulty may arise in part from the 
continued practice of classifying machine tools as supplies along with a wide 
variety of supply items and even military end products to which they bear no 
resemblance. There may very well be some reason for the 10 percent ceiling 
in the current procurement of some supplies, but if such reasons exist, they 
can hardly justfy the risks the ceiling involves in terms of a potential machine- 
tool bettleneck. 

It would appear that the best way to remedy the situation is to substitute 
contract-by-contract negotiation for the ceiling in ASPR 7-106.4, but if for some 
reasons with which the industry is not familiar this cannot be done in respect 
of all supplies, we suggest a clause providing for case-by-case negotiation in 
the event of some new emergency. Although the definition of emergency is 
always troublesome in this kind of mobilization planning, the industry is con- 
fident that some appropriate language can be developed. 


Siw months’ delivery 


Section 7-106.4 of ASPR limits the use of escalation to contracts calling for 
a 6-months delivery. But, as Mr. Hicks suggests in his letter of August 10, 
1955, delivery schedules in machine-tool contracts are meaningless whenever 
there is a priorities system. This was demonstrated in the first days of Korea. 
Nevertheless, under section 7-106.4, a machine-tool builder might very well be 
refused escalation at the beginning of some new emergency on the grounds that 
delivery in 5 months was specified and then find himself badly in need of escala- 
tion when delivery was postponed for 2 years because of the operation of a 
priorities system. 

As a matter of fact, the need for escalation is not confined to cases in which 
deliveries actually take place more than 6 months after the contract is executed. 
When price controls are in effect, escalation is often necessary before the ex- 
piration of 6 months and sometimes on the day after the contract is signed. 
This stems from the practice of granting periodic increases in price ceilings as 
an emergency progresses. During the Korean emergency, for example, the prices 
of machine tools were frozen at a very low level until August 27, 1951, when sud- 
denly prices could be raised by at least 12 percent and by as much as 20 percent 
in some cases. This increase was long overdue, and it was needed as much on 
contracts dated the day before as on contracts 6 months old. It must be as- 
sumed, as it seems to us, that there will be price controls and periodic increases 
in price ceilings in any new emergency, and since the 6 months’ provision of 
ASPR 7-106.4 would prevent price escalation to price ceilings in many situations, 
it is likely to breed unnecessary controversy with many contractors. 

The staff comment on this situation is as follows: 

“We believe that industry can and must undertake reasonable pricing risks. 
We believe that in terms of time a 6-month risk is reasonable. If this period is 
extended as outlined by Mr. Hicks, somebody is at fault. If the contractor is 
at fault, it is questionable policy that the Government ought to offer the sug- 
gested protection.” 

Of course the industry agrees with the staff that it must assume reasonable 
pricing risks. The machine-tool industry has always assumed this kind of risk 
and will continue to do so. 

For the reasons already given, the industry cannot agree that “in terms of 
time, a 6 months’ risk is reasonable.” As has been pointed out, it is entirely 
possible when price controls are in effect to find a contractor entitled to escala- 
tion the day after the contract was signed. There is often, if not always, a lag 
between an increase in price ceilings and the appearance of cost additives upon 
which the increases are ultimately based, and an escalation clause which does 
not permit escalation to price ceilings is manifestly unfair. 

The staff also suggests that “if the contractor is at fault, it is questionable 
policy that the Government ought to offer the suggested protection.” But we are 
not talking about defaults on the part of the contractor. The Government is 
adequately protected under the defaults clause for delays in delivery, and in 
any event it would be perfectly proper to provide in ASPR 7-106.4 that a con- 
tractor cannot found a claim to escalation upon his own inexcusable delays. 
The delays we have in mind are the delays occasioned by the operation of priori- 
ties systems, and also the delays or the time lags that are often involved in 
establishing realistic price ceilings. In addition, there are manpower problems 
and a variety of procurement problems which are completely beyond the contro) 
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of the contractor but which often cause delays. The experience of Korea teaches 
that shifts in priorities and other factors may delay deliveries for many months, 
and the first point we wish to make is that when this happens, and when a 
5-month delivery becomes 15 months, the contractor is entitled to as much 
escalation as he would have had if a 15-month delivery had originally been 
specified in the contract. The second point is that a contractor should always 
be permitted to escalate his price to the applicable price ceiling without regard 
to the time of delivery. 

It would appear that a provision to cover this situation can easily be written 
into ASPR 7-106.4, and the industry would be glad to supply specific language 
if any useful purpose would be served. 


A SPECIAL EMERGENCY ESCALATION CLAUSE FOR LONG-LEAD-TIME CAPITAL EQUIPMENT 


In his letter of October 5, 1955, to Mr. Everett Hicks, Mr. Warren Webster 
expressed a willingness “to consider additional escalation clauses, even usable 
only for mobilization purposes, upon a demonstration of a need therefor.” It 
may very well be that in lieu of the amendments to ASPR 7-106.4 that have been 
discussed, there should be a special emergency escalation clause for use in the 
procurement of long-lead-time capital equipment. The industry would be glad 
to propose precise language for such a clause. 


CONCLUSION 


As stated in Mr. Hicks’ letter of August 10, 1955, the machine-tool industry 
is very much concerned lest ASPR 7-106 lead to a repetition of some of the 
procurement difficulties of 1951. It can easily be amended so as to remove the 
present built-in obstacles to efficient machine-tool procurement, and the machiue- 
tool industry believes that this should be done while there is yet time. 


x 





